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Overview of the
Budget for 2004-2006, as Adopted

The adopted budget for 2004-06 makes significant investments to support
core state services while taking steps to preserve the Commonwealth’s “triple A”
bond rating and to rebuild the Revenue Stabilization Fund (also known as the
“Rainy Day” Fund). Specific actions to restore Virginia’s fiscal health include a
supplemental deposit of $87.0 million into the Rainy Day Fund in FY 2006. This
supplemental deposit, combined with the elimination of the previously planned
transfer of $128.5 million and the constitutionally required deposit of $87.0
million in FL 2004 will increase the Fund’s balance to more than $430.0 million
by the end of the biennium.

The adopted budget includes general fund operating appropriations of
$27.3 billion for the biennium, an increase of 10.4 percent above the adjusted base

budget. The budget also includes an unappropriated general fund balance of
$15.2 million.

Revenues

The adopted 2004-06 budget includes $27.3 billion in general fund
resources available for appropriation, based on revenue growth rates of 7.4
percent for FY 2005 and 5.2 percent for FY 2006 (including tax policy changes).

General Fund Resources Available

for Appropriation
(2004-06 biennium, $ in millions)

* Beginning Balance $273.9
Adjustments to Balance (1.0)
Revenue Estimate 25,545.3
Lottery Proceeds 797.0
Transfers 670.9
Total GF Resources $27,286.1

* Note: Beginning balance reflects the projected unspent balance in House Bill 29, as adopted, and does not
reflect the actual balance as of June 30, 2004.
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The adopted budget includes $273.9 million as a projected unspent
balance at the end of the 2002-04 biennium. This balance results primarily from
continued strengthening of the economy in FY 2004, Tax Amnesty collections of
$44.7 million above the estimate, and $240.7 million in flexible grants that
Virginia received under the Federal Jobs and Growth Tax Relief Act of 2003.

The underlying economic forecast, without tax policy changes, assumes
general fund tax revenues will grow 5.3 percent in FY 2005 and 5.1 percent in FY
2006. The forecast assumes that major economic variables affecting the forecast --
jobs, personal income, and wage/salary growth -- will return to trend levels
achieved prior to the technology-driven stock market bubble and will meet or
slightly exceed projected national growth rates.

When adopted tax policy changes are included, the 2004-06 budget
reflects general fund tax revenue growth of 7.4 percent in FY 2005 and 5.2
percent in FY 2006. In total, general fund tax revenues of $25,545.3 million are
assumed.

This amount does not include approximately $609.4 million that is
directed to a new Virginia Health Care Fund. The Fund is comprised of
revenues from an increase in the cigarette and other tobacco products tax of
$308.9 million, as well as revenues of $168.7 million from Medicaid recoveries,
$101.6 million representing the 40 percent state share of the Tobacco Master
Settlement Agreement, and $30.2 million in current cigarette tax revenues. The
general fund total also does not include $377.7 million over the biennium from a
Y percent increase in the non-food sales tax dedicated to public education
through the Public Education SOQ/ Local Real Estate Property Tax Relief Fund.

General fund revenues include tax policy changes which increase the
general fund by roughly $800.0 million over the 2004-06 biennium, plus special
fund increases of roughly $687.0 million. Details of all tax policy changes are
provided in the Resources section of this document.

The general fund revenue estimate also includes the collection of $52.6
million each year resulting from the end of the current Tax Public/Private
Partnership contract with American Management Systems (AMS). Previously,
enhanced compliance collections were applied toward the AMS contract cost.

Finally, the general fund forecast contains approximately $1.5 billion in
transfers. Of this amount, $797.0 million represents the transfer of lottery profits
estimated at $395.0 million in FY 2005 and $402.0 million in FY 2006, and $377.7
million represents the % percent sales tax that is transferred from the Public
Education SOQ Local Real Estate Relief Fund to support public education. Other
customary transfers include ABC profits of $24.9 million for the biennium, with
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an additional $62.7 million per year of ABC profits and $9.9 million per year of
wine tax profits going to the Department of Mental Health, Mental Retardation
and Substance Abuse Services for substance abuse programs.

The majority of nongeneral fund transfers required in the 2002-04 budget
to help offset revenue shortfalls have been eliminated in the 2004-06 biennium.
A targeted NGF reduction of $30.2 million for the biennium, derived from a
number of agencies, is included in transfer actions.

Adopted Spending Increases

Major spending items in the adopted budget include:

Spending Increases
in HB 5001, as Adopted
(Biennial GF, $ in millions)
Public Education

Direct Aid
Technical - Changes to SOQ funding $839.4
Technical - Update benefit contribution rates for SOQ related positions 168.0
Technical - Adjust sales tax revenues for public education 66.2
Technical - Update for a change in the composite index 53.5
Technical - Update costs of incentive-based programs 52.5
Technical - Update costs of categorical programs 30.4
SOQ funding revisions (Chapters 939 & 955, 2004 Acts of Assembly) 326.1
Net increase from 1/8" cent sales tax 82.5
Finish phase-in of support positions, fix rollover of fringe costs 66.9
Increase funding for the At-Risk Four-Year-Old program 55.1
Revision to SOQ remediation program 39.8
Other net sales tax increases 26.9
Increase funding for English as a Second Language 19.7
Implement No Child Left Behind (NCLB) Act 10.1
Fund Northern Virginia cost of competing adjustment (COCA) 7.1
Fund Project Graduation 5.5

Dept. of Education
Maintain current Standards of Learning (SOL) testing $6.3
Implement statewide student information system 4.4
Continue Standards of Learning (SOL) technology initiative 3.7
New positions to support implementation of NCLB 2.0
National Board Certification bonuses program 1.1

Human Resources

Department of Aging

Restore services to Area Agencies on Aging $1.6




Dept. of Medical Assistance Services
Medicaid utilization and inflation (does not include $609.4 million
from the Virginia Health Care Fund)
Add 700 MR waiver slots
Low-income children (FAMIS Plus) caseload growth
FAMIS caseload growth
Unrealized revenue maximization savings
Increase nursing facility reimbursement
Increase hospital inpatient reimbursement
Add 160 MR waiver slots for discharges from MR Training Centers
Increase MR waiver reimbursements
Add 105 DD waiver slots
Involuntary mental commitments (also see Judicial)
Increase personal care services reimbursement rates
Add 300 day support waiver slots
Defer inclusion of certain drug classes from preferred drug list
Provide a rate increase for NICU hospitals with high Medicaid volume
Caseload effect from raising Auxiliary Grant payment
Dept. of Mental Health, Mental Retardation & Substance Abuse Services
MH facility revenue shortfall
MH discharge assistance funds
Additional MH Assertive Community Treatment teams
Community MH services for non-mandated children & adolescents
Increase purchase of inpatient treatment beds in community hospitals
Increase funding for Part C — Early Intervention services
Dept. of Social Services
Restore general funds for TANF maintenance of effort
Mandatory adoption subsidy payments
Mandatory IV-E foster care payments
Expand child care services for low-income families
Increase auxiliary grant payments
EBT cost increase for food stamps
Community Action Agencies
Comprehensive Services Act (CSA)
Increased cost of mandatory services
Center for Behavioral Rehabilitation
Staffing at Virginia Center for Behavioral Rehabilitation
Department of Rehabilitative Services
Expand brain injury services statewide

Higher Education/Other Education

SCHEV
Increase Tuition Assistance Grants (TAG)
Expand the Virtual Library of Virginia (VIVA)
Fund tuition waivers for military dependents
Brown v. Board of Education Scholarships
Colleges & Universities

$84.8
31.7
16.5
14.8
13.8
9.7
9.1
6.7
52
3.6
3.1
3.0
29
25
1.5
1.0

$29.6
9.0
4.6
4.0
2.0
1.5

$20.7
14.1
11.4
8.6
2.2
1.8
1.1

$46.8

$7.2

$1.9

$7.0
2.1
2.0
1.1




Provide base adequacy funding $175.8

3% faculty salary increase in FY 2005 31.0
Provide additional student financial aid 12.3
Fund operations of Northern Va. CC-Medical Education Campus 9.4
Seed funding for research 8.3
Fund operation & maintenance of new facilities 5.6
Fund Institute for Advanced Learning and Research 4.5
Fund program enhancements at NSU and VSU 41
Add cooperative extension positions 2.5
UVA health insurance premiums 1.2
Jamestown-Yorktown Foundation
Operation and maintenance of new facilities $2.2

General Government

Rainy Day Fund
Additional FY 2006 Revenue Stabilization Fund deposit $87.0
Employee Compensation
Fund Nov. 25,2004 3% salary increase for state employees $79.4
Fund Dec. 1, 2004 3% salary increase for state-supported local employees 19.5
Fund Nov. 25,2004 3% salary increase for faculty (See Higher Education) -
Fund Nov. 25, 2004 State Police $1,491 base pay increase 5.6
Fund Oct. 1, 2004 State Police salary compression adjustment 7.7
Fund Dec. 1, 2004 4.82% salary increase for deputy sheriffs and
regional jail officers. 21.5
Fund Nov. 25, 2004 2.1% competitive salary adjustment for judges 2.1
FY 2006 state employee and higher education faculty salary reserve 26.6
Fund increased health benefit premiums for state employees 66.0
Provide funding for state employee sickness and disability program
contributions 17.3
Taxation
Fund partnership project continuation costs $22.3
Debt Service
- Adjust funding for debt service $50.5
Provide debt service for STARS communications system 11.5
Provide debt service funding for new projects 10.1
Provide debt service funding for higher education equipment 9.1
General Services
Fund increases in state agency rent plan $2.4

Board of Elections
Rebase compensation for general registrars and local electoral board

members salaries $2.0
Compensation Board
Restore local and regional jail per diem reductions $26.4
Provide staff for new and expanding local and regional jails 10.3
Provide additional deputy positions to address jail overcrowding 3.8
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Expand the jail contract bed program

Restore reductions to Commonwealth’s Attorneys
Provide one law enforcement deputy per 1,500 in local population
Address gang-related crime in Northern Virginia
Department of Accounts
Adjust appropriation for aid to localities program
Provide funding for Line of Duty Act payments
Department of Planning and Budget
Performance planning and research
Staffing needs and support for Council on Virginia’s Future

Judicial

Circuit Courts
Increase funds for criminal indigent defense (also see DMAS)
Establish new circuit court judgeships

General District Courts
Fund additional district court staff

Indigent Defense Commission
Add new positions to existing public defender offices
Establish new public defender offices

Public Safety

Dept. of Corrections
Replace out-of-state inmate revenue
Increase funding for inmate medical costs
Re-open Nottoway Work Center
Fund approved correctional officer positions

Community Corrections
Replace grant funding for transitional treatment program
Expand transitional substance abuse treatment program
Replace federal grant funding for substance abuse services
Fund additional probation and parole officers

‘Criminal Justice Services
Increase funding for the H.B. 599 program
Fund additional local community probation officers

Juvenile Justice
Fund state share of Va. Beach detention center operating costs
Increase funding to support the increase in direct costs per ward

Provide additional funding for security positions for juvenile
correctional centers

Provide funding for vacant probation officer positions
Department of Fire Programs

Provide GF match for federally funded Staffing for Adequate Firefighters

and Emergency Response (SAFER) program

3.3

1.6
1.5
1.1

$6.0
5.6

$3.3
1.2

$14.8
14

$2.7

$3.1
12.4

$35.0
15.7
6.1
22

$2.4
2.0
1.9
1.9

$27.2
25

$4.0
3.8

1.9
1.2

$1.3
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Economic Development
Economic Development Partnership

Provide funding to market distressed areas $1.0
Provide funding for the Virginia Commission on Military Bases 1.0
Housing and Community Development
Job Creation Performance Grants $1.0
Virginia Tourism Authority
Promote Jamestown 2007, motor sports initiative, and ecotourism $2.1
Other
Provide funding for semiconductor manufacturing performance
grant programs $13.4
Increase Governor's Development Opportunity Fund 3.0
Fund Solar Photovoltaic Manufacturing Incentive Grant Program 1.9
Natural Resources
Environmental Quality
Provide funding for the Water Quality Improvement Fund deposit $20.8
Conservation & Recreation
Provide funding for the Water Quality Improvement Fund $16.9
Provide funding for the Virginia Land Conservation Fund 5.0
Virginia Outdoors Foundation deed recordation fee 1.6
Funding restoration for state parks 1.0
Transportation
Va. Dept. of Transportation
Provide additional general fund moneys for FRAN debt service $9.0
Capital Outlay
Maintenance Reserve for state agency facilities $40.0
VSU Maintenance Reserve 24
NSU Maintenance Reserve 2.9
Adopted Budget Savings
Major budget savings items include:
Budget Savings in
HB 5001, as Adopted
(Biennial GF, $ in millions)
Public Education
Direct Aid
Deduct certain technology from SOQ costs ($109.8)
Limit “federal deduct” to SOQ funding to 29% (90.1)

O-7




VRS Rate and Retiree Health Care Credit rate (63.9)
Redirect SOL remediation to SOQ remediation (34.7)
Use additional Literary Fund to support teacher retirement (30.8)
Eliminate Student Achievement Grant account (20.2)
Revise funding formula for K-3 class size (12.0)
General Government
Legislative
Across-the-board reductions from balances ($1.1)
Judicial
Criminal fund savings from new public defender offices ($13.1)
Accounts
Level fund distribution of ABC profits ($7.3)
Level fund distribution of wine taxes (0.9)
Central Accounts
Freeze Personal Property Tax Relief reimbursements effective TY 2006 ($173.6)
Adjust funding for state employee retirement contributions (27.3)
Continue the premium holiday on state employee group life (26.8)
Eliminate Technology Research Fund (12.8)
Reduce appropriation for technology reform 5.8)
Retiree health care credit rates (5.7)
Projected debt service savings (2.0)
Taxation
Adjust funding for the federal debt set-off program (51.2)
Eliminate Tax Amnesty program funding (1.2)
VITA
Produce operations efficiency savings ($5.0)
Implement VITA savings strategy (2.7)
Public Safety
Dept. of Corrections
Supplant general fund appropriations with Correctional Enterprise funds ($2.0)
Consolidate prison warehouse operations (1.2)
State Police
Supplant funding for med-flight operations with EMS $4-for-Life (%2.1)
Human Resources
Comprehensive Services Act
Better utilize Medicaid-funded services (%$3.5)
Department of Health
Eliminate general fund support for emergency medical services (%6.4)
Supplant Office of Vital Records and Health Statistics operating
support with Vital Statistics Automation Fee (1.9)
Department of Medical Assistance
Adjust indigent health care payments to teaching hospitals ($28.0)

O-8




Implement a state maximum allowable cost program for generic

prescription drugs (10.3)
Move AIDS Waiver patients into the Elderly and Disabled Waiver (2.3)
Implement a limited disease state management program (2.0)
Reduce administrative funding for a disease management contract (14)
Impose or increase Medicaid co-payments (1.0)

A summary of significant general fund spending increases and savings
actions proposed in each major area follows.

Public Education. Biennial increases for direct aid to public education
include formula-driven and technical increases of $1,210.1 million GF to update
the Standards of Quality, Incentive, and Categorical accounts for increased
enrollment, prevailing costs of education, sales tax revenues, and updated
composite index calculations; $326.1 million GF for Standards of Quality
revisions pursuant to Chapter 939 and 955, 2004 Acts of Assembly; net $82.5
million GF from half of the new % cent sales tax revenue, plus net $26.9 million
from other sales tax revenues; $66.9 million GF to finish the phase-in of
administrative positions and fix the one-month rollover of fringe benefits costs;
$55.1 million GF to fund 100 percent of at-risk four-year-olds unserved by Head
Start programs; $39.8 million GF in additional lottery proceeds to support the
State Board of Education’s recommendation to revise the SOQ Remediation
methodology; $19.7 million GF to enhance funding for English as a Second
Language; $10.1 million GF to help school divisions meet the requirements of
the No Child Left Behind Act; $7.1 million GF to fully fund the cost of competing
adjustment for Planning District 8; and $5.5 million GF for programs to help high
school seniors pass SOL graduation requirements.

Of the estimated $377.7 million from the % cent of sales tax revenues from
the Public Education SOQ/Local Real Estate Property Tax Relief Fund pursuant
to House Bill 5018, one-half supports the SOQ funding revisions described above
and the remaining half is distributed based on school-age population, the net
effect of which is noted above.

In addition to the transfer of an additional $30.8 million from the Literary
Fund to cover a portion of retirement costs, the following reductions offset cost
increases: $109.8 million GF from deducting non-personal technology costs from
the SOQ; $90.1 million GF from deducting 29.34 percent of certain federal
revenue sources from SOQ costs; $63.9 million GF related to the VRS retirement
rate and the Retiree Health Care Credit rate; $34.7 million GF from re-directing
SOL prevention, intervention, and remediation to SOQ prevention, intervention,
and remediation; $20.2 million GF from eliminating the Student Achievement
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Grants account; and $12.0 million GF by changing the K-3 Class Size Reduction
calculation.

Higher Education. The 2004-06 biennial budget as adopted provides a net
increase of $267.2 million GF, or 10.1 percent, for higher education compared to
the adjusted base budget. Almost two-thirds of the additional support is
earmarked for “base adequacy,” in an effort to close the gap in base funding
identified by the Joint Subcommittee Studying Higher Education Funding
Policies. Other key priorities funded in the adopted budget include $31.0 million
GF for a three-percent increase in faculty salaries in FY 2005, and $12.3 million
GF to increase need-based student financial aid. In addition, included separately
under the Treasury Board, the adopted budget appropriates $9.1 million GF for
debt service, which will allow institutions to acquire $108.8 million in academic
technology and equipment through the Higher Education Equipment Trust
Fund.

Other Education. The 2004-06 budget, as adopted, provides a net increase
of $3.8 million GF for state museums and other educational entities. =~ The
adopted budget includes an increase of $2.7 million GF over the biennium for the
Jamestown-Yorktown Foundation and $640,000 GF for grants provided by the
Virginia Commission for the Arts. In addition, the budget supplants general
fund support at the Library of Virginia with nongeneral funds.

Health and Human Resources. The 2004-06 budget for Health and Human
Resources (HHR) provides a net increase of $341.8 million GF and $1.7 billion
NGF for the biennium when compared to the adjusted appropriation for current
operations.

Eighty percent of the GF appropriations ($272.5 million) are required to
meet caseload and cost increases, comply with federal and state mandates, and
offset nongeneral fund revenue losses. An additional $77.3 million GF is
provided to address the U.S. Supreme Court’s Olmstead decision by increasing
and strengthening community-based services for mentally disabled persons.

Medical inflation and increasing numbers of low-income families, elderly,
and disabled in the Medicaid program require the addition of $694.2 million in
state funding during the 2004-06 biennium. Most of the additional funding
needed for the program will come from the Virginia Health Care Fund - a newly
created special revenue fund. The fund will be used solely for health care
services and is comprised of revenues from the current cigarette tax, the 40
percent general fund share of the Tobacco Master Settlement Agreement, and all
prior-year Medicaid recoveries. Additional revenues to the fund are expected
from the enactment of House Bill 5018 that increases the state cigarette tax and
imposes a tax on other tobacco products such as, cigars, pipe smoke, and
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smokeless tobacco. Taxes on these other tobacco products will accrue to the fund
beginning March 1, 2005.

In total, $609.4 million from the Virginia Health Care Fund will be used to
offset projected Medicaid spending in the upcoming biennium. An additional

$84.8 million is provided from the general fund to fully fund the forecasted need
for Medicaid in 2004-06 (see table below).

Medicaid Forecast and

Virginia Health Care Fund
(2004-06 Biennium)

Medicaid Forecast $ 694.2 million
Virginia Health Care Fund ($609.4 million)
GF Appropriation $84.8 million

Other caseload and cost increases account for $106.7 million GF of the
added funding. The rising cost to serve at-risk youth, entitled to care under the
Comprehensive Services Act (CSA), requires $46.8 million GF. An additional
$31.3 million GF is proposed for growth in the number of low-income children
eligible for FAMIS and FAMIS-Plus, the state’s children’s health insurance
program. Growth in the number and cost of serving children entitled to foster
care and subsidized adoptions requires $25.5 million GF. Finally, an added $3.1
million GF is proposed for increases in involuntary mental commitments.

Federal and state mandates and other requisite spending items account for
$81.0 million of the general fund increase. This includes $29.6 million GF to
offset a reduction in revenue at state hospitals, $20.7 million GF to satisfy federal
funding requirements for the federal Temporary Assistance for Needy Families
(TANF) block grant program, and $13.8 million GF to backfill funding from
unrealized Medicaid revenue maximization initiatives. Also provided is $7.2
million GF for the civil commitment and treatment of violent sexual predators,
and $650,000 GF to monitor and treat sex offenders conditionally released by the
courts into the community. Finally, the total includes $506,250 GF to support
workload increases in determining eligibility for Medicaid disability services in
the Department of Rehabilitative Services, and $1.8 million GF for contractual
costs to administer the federally mandated Electronic Benefits Transfer System
for food stamps.
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Almost 75 percent of the budget savings from Health and Human
Resources comes from Medicaid cost avoidance and cost containment initiatives
($45.5 million GF). Significant general fund budget reductions include:

- $28.0 million in savings from efforts to reduce teaching hospital reliance
on general funds for indigent care;

- $10.3 million from reducing pharmacy program costs by implementing a
maximum allowable cost program to contain costs for generic drugs;

- $3.5 million through better utilization of Medicaid, offsetting the need for
general fund support;

~ $3.4 million by reducing administrative funding for a disease
management program and implementing the program on a more limited
basis to test its ability to enhance patient care and control costs;

- $2.3 million by realizing savings by moving AIDS waiver program
patients to the elderly and disabled waiver program and eliminating their
case management services; and

- $1.0 million by imposing or increasing co-payment requirements for
Medicaid services when permitted by federal law.

Public Safety. The 2004-06 budget, as adopted, for the Office of Public
Safety provides a net increase of $114.5 million GF for the biennium when
compared to the adjusted appropriation for current operations. The budget
includes $27.2 million GF to increase state aid to localities with police
departments (pursuant to House Bill 599, 1979 Session), by 5.2 percent the first
year and 5.4 percent the second year.

The budget also provides funding for the Statewide Agencies Radio
System (STARS) project, including $4.8 million GF for attorney and consultant
fees and $11.6 million GF for debt service. Chapter 522 (HB 106, 2004 Session)
provides VPBA bond financing for the first $159.3 million for the STARS project.

Also included is $35.0 million GF to offset the NGF revenue loss resulting
from the termination of the remaining contracts for housing out-of-state inmates
in state correctional facilities to free up prison bed space for the Virginia’'s
growing state-responsible population. Other actions include additional funds for
inmate medical costs, reopening Nottoway Work Center, expanding substance
abuse treatment slots and transitional services, and 26 new probation officers.

VPBA bond financing is authorized for prison construction, including
expanded facilities at St. Brides and Deerfield Correctional Centers, and two new

1,024-bed medium security, celled, prototype facilities.

In addition to the amounts included in Central Appropriations, the State
Police budget includes $3.0 million GF for a pay increase of $630 for all sworn
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positions effective July 1, 2004; $4.0 million for the Department of Juvenile Justice
to increase the number of filled juvenile correctional and probation officer
positions; $2.5 million for local community corrections programs; and, $0.4
million to restore funding for training for Commonwealth’s Attorneys.

Commerce and Trade. The approved biennial budget for these agencies
provides $1.7 billion in total appropriations of which $234.3 million is from the
general fund. There is an increase of $3.8 million GF and $213.0 million NGF
over the adjusted base budget.

General fund spending for the biennium targets such economic
development items as the Governor’s Development Opportunity Fund ($21.0
million), job creation performance grants in high-unemployment areas ($1.0
million), tourism marketing ($1.2 million), addressing possible closings of
Virginia military bases ($1.0 million), marketing economically distressed regions
of the state ($1.0 million), and technology-related performance grants ($15.3
million).

Natural Resources. The approved budget for natural resources provides
$591.9 million in total appropriations, increasing general funds by $51.4 million
for the biennium. The largest general fund increase is $15.0 million each year for
the Water Quality Improvement Fund (WQIF). These funds will be split evenly
between point and nonpoint source pollution control programs. In addition, $2.5
million GF each year will be deposited into the Virginia Land Conservation Fund
for open space preservation activities including parks, farms, battlefields and
forests. Other biennial general fund items include: restoration of $3.0 million for
in-house technology initiatives at various agencies; restoration of $1.1 million for
state parks; $1.6 million from deed recordation fees for Virginia Outdoors
Foundation operations; providing $800,000 for the wastewater pretreatment
permit program at the Department of Environmental Quality; and $400,000 for
Soil and Water Conservation Districts operations and dam maintenance.

Major nongeneral fund items include $2.6 million each year from
increased water and waste permits issued by the Department of Environmental
Quality and $600,000 annually for marine police and other Marine Resource
Commission operations from higher saltwater fishing license fees.

To consolidate the Commonwealth’s nonpoint water pollution programs
under a single agency, the Chesapeake Bay Local Assistance Program is merged
into the Department of Conservation and Recreation. The combined agency will
continue to implement the Chesapeake Bay Preservation Act.
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Central Appropriations. Central Appropriations serves as a holding
account for contingent funds, for unallocated cost increases and decreases, and
for the Personal Property Tax Relief appropriation.

The approved budget provides $947.9 million GF in the first year to
continue the car tax reimbursement at the 70 percent level in tax year 2005 and
$719.9 million GF in the second year to reimburse localities for car tax relief
pursuant to Senate Bill 5005 of the 2004 Special Session I. In addition, $21.0
million total GF is provided for the Governor’s discretionary economic
development “Deal Closing Fund” and $13.4 million GF is included for the
semiconductor performance grant programs.

Selected general fund reductions captured in Central Appropriations
include: $277.0 million for car tax reimbursements pursuant to Senate Bill 5005
of the 2004 Special Session I; $27.3 million from VRS rate reductions; $26.9
million to continue the VRS group life insurance premium holiday; and $12.8
million from the Commonwealth Technology Research Fund.

Employee Compensation and Benefits. Employee compensation increases
totaling $159.4 million are included to provide salary increases in the first year of
the biennium and provide a compensation reserve to be used for second year
salary increases for state employees. Selected salary actions include:

- $79.3 million GF for a three percent salary increase for state employees
effective November 25, 2004;

- $19.5 million GF for a three percent salary increase for state-supported
local employees (except sheriffs deputies and regional jail officers)
effective December 1, 2004;

- $26.6 million GF for a reserve to fund a second year salary increase for
state employees and faculty at state-supported higher education
institutions;

~ $21.1 million GF for a 4.82 percent salary increase for sheriffs’ deputies
and regional jail officers effective December 1, 2004; and

- $13.3 million GF for a $1,491 base salary adjustment (effective November
25,2004) and to address salary compression (effective October 1, 2004) for
sworn officers of the Virginia State Police.

Funding for other employee benefit programs includes $66.1 million GF for the
increased cost of state employee health insurance and $17.3 million GF for the
Virginia Sickness and Disability Program.

Technology. The adopted biennial appropriation for Technology agencies

provides $13.9 million GF and $66.2 million NGF. This reflects a net reduction of
6.1 percent when compared to the adjusted appropriation for current operations,
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reflecting reduced appropriations for the Innovative Technology Authority and
supplanting general funds with internal service fund charges for the Virginia
Information Technology Agency (VITA). The appropriation for the Innovative
Technology Authority reflects a reduction of $1.9 million GF the first year and
$3.8 million GF the second year to implement the phase-out of general fund
support for the Center for Innovative Technology by FY 2008.

Transportation. The adopted 2004-06 appropriation for Transportation
totals $7,026.8 million, including $154.9 million GF and $6,871.9 million NGF.
Included in the recommended general fund appropriation for VDOT is $37.4
million each year to continue general fund support for the debt service costs of
the Federal Revenue Anticipation Notes (FRANs) issued to replace the $317.0
million of transportation revenues transferred to the General Fund in FY 2003.

The adopted budget also adjusts the appropriations for all transportation
agencies to reflect historic expenditure levels and revised revenue forecasts.
Substantial changes in the VDOT and DRPT revenue forecasts reflected in the
appropriations are the result of the elimination of future federal funding for the
Woodrow Wilson Bridge and the addition of appropriations to DRPT to reflect
anticipated apportionments for the Dulles Corridor Rapid Transit project.

Administration. The approved budget for the agencies assigned to the
Administration secretariat includes a net increase of $49.8 million for the
biennium. New spending within the secretariat includes: $26.4 million in
support for local and regional jail per diem payments, $10.3 million for
additional staff at three new or expanding local and regional jails, $3.8 million to
address jail overcrowding, $3.3 million to expand the contract bed program
between the Department of Corrections and local and regional jails, and $1.5
million to maintain the one deputy per 1,500 local residents law enforcement
ratio.

Finance. The approved budget for the agencies assigned to the Finance
secretariat includes a net increase of $199.1 million GF for the biennium. The
largest new spending items approved for this secretariat include the
appropriation of $87.0 million GF in the second year for a supplemental Rainy
Day Fund deposit and $83.7 million GF in additional debt service for bond
issuances. Other spending items include $22.3 million GF to support the
Department of Taxation’s computer equipment leases and $5.6 million GF to
provide a permanent funding source for Line of Duty Act payments. Reductions
include: $8.2 million GF from level funding local ABC profit and wine tax
distributions, $5.0 million GF from refunding previously issued bonds, $2.4
million GF from instituting an equipment fee for out-of-state students, $1.2
million GF from adjustments in funding for the federal debt set-off program, and
$1.2 million GF in position reductions at the Department of Taxation.
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Judicial. The budget, as adopted, includes a total of $303.1 million GF the
first year and $308.9 million GF the second year for the Judicial Department.
Additional funds are included for five new Circuit Court judgeships, two new
Juvenile and Domestic Relations District Court judgeships, 49 new positions for
the District Courts, 32 new positions for existing Public Defender offices, and
four new Public Defender offices (Arlington County-Falls Church, and the Cities
of Chesapeake, Hampton, and Newport News).

Capital Outlay. The approved budget provides over $1.5 billion for
capital construction. Of this amount, $45.6 million is from the general fund,
largely for the Maintenance Reserve program. Other capital projects totaling
$453.2 million are provided at a variety of state agencies, to be funded with tax-
supported debt issued by the Virginia Public Building Authority (VPBA) and the
Virginia College Building Authority (VCBA). The budget also includes bonding
authority for revenue generating projects totaling $537.5 million. Finally, the
budget includes $60.0 million in Virginia Port Authority bonds for the
improvements at the Norfolk International Terminal.
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Resources

The adopted 2004-06 budget includes $27.3 billion in general fund
resources available for appropriation. This figure excludes the $300.5 million in
existing revenue transferred to the Virginia Health Care Fund, and also excludes
the increase in the cigarette and other tobacco products tax of $308.9 million that
will be deposited to the Health Care Fund for Medicaid costs.

General Fund Resources
Available for Appropriation

(2004-06 biennium, $ in millions)

* Beginning Balance $273.9
Adjustments to the Balance (1.0)
Official GF Revenue Estimate 25,545.3
Lottery Proceeds 797.0
Transfers 670.9

General Fund Resources Available for Appropriation  $27,286.1

* Note: Beginning balance reflects the projected unspent balance in House
Bill 29, as adopted, and does not reflect the actual balance as of
June 30, 2004.

Available Balance

The adopted budget includes $273.9 million as a projected unspent
balance at the end of the 2002-04 biennium. This balance results primarily from:
(1) continued strengthening of the economy in FY 2004, (2) Tax Amnesty
collections of $44.7 million above the estimate, and (3) the flexible grant that
Virginia received under the Federal Jobs and Growth Tax Relief Act of 2003.

Economic Projections

The underlying 2004-06 general fund revenue forecast, without tax policy
changes, assumes economic growth rates of 5.3 percent for FY 2005 and 5.1
percent for FY 2006, resulting in projected collections of $25,056.2 million. The
forecast assumes that major economic variables affecting the forecast -- jobs,
personal income, and wage/salary growth -- will reach trend levels achieved
prior to the technology-driven stock market bubble and will meet or slightly
exceed projected national growth rates.



Economic Variables Assumed In Forecast

Percent Growth Over Prior Year
(December 2003 Forecast)

Employment
Personal Income
Wages & Salaries

FY 2005
VA U.S.
2.4% 2.2%
5.7% 5.5%
5.9% 6.0%

FY 2006
VA U.S.
2.2% 2.0%
5.7% 5.7%
5.7% 5.8%

Economic Forecast of General Fund Revenues
Projected Growth Without Tax Policy Changes

(2004-06 biennium, $ in millions)

FY 2005 % Growth FY 2006 % Growth

Net Individual $7,743.1 7.0% $8,211.3 6.0 %
Corporate 384.9 1.9% 394.6 2.5%
Sales 2,622.0 4.6% 2,749.5 49 %
Insurance 381.2 9.6 % 414.9 8.8 %
Public Service 86.3 2.3% 89.1 3.2%

All Other 998.2 (5.0%) 981.1 (1.7%)

Total Revenues $12,215.7 5.3% $12,840.5 5.1%

Tax Policy Changes

The 2004-06 budget also includes approximately $1.5 billion in revenue
that will be derived from enactment of both general fund and special fund tax
policy changes. This includes changes implemented pursuant to House Bill 5018
(2004 Special Session I) as well as a number of tax policy actions taken in other
legislation, including the Appropriation Act. The impact of each revenue action
is detailed in the tables below, which outline separately changes resulting from

HB 5018 and those resulting from other tax policy actions.




HB 5018 Tax Policy Actions

($ in millions)

FY 2005 FY 2006
Revenue Revenue
Impact  Impact

General Fund Changes

Individual Income Tax

Increase personal exemption from $800 to $900 (effective date
earlier if Secretary of Finance identifies required $29.4 million).

Increase standard deduction for married to $6,000 (eliminate
marriage penalty).

Raise filing threshold for filing tax returns from $5,000 single
and $8,000 married to $7,000/$14,000.

Means test $12,000 age deduction for persons turning 65 after
January 1, 2004; eliminate $6,000 deduction for persons aged 62-
64, for those who become 62 after January 1, 2004. (When
applying means test, reduce benefit $1 for every $1 of income
over $50,000 for single filers and $75,000 for married filers.)

Provide alternative to low income tax credit which eliminates
the “cliff effect” when income goes $1 over the poverty level.

Sales Tax

Increase sales tax on non-food items by ¥ percent on August 1,
2004.

Lower sales tax on food by one-half percent each on July 1,
2005; July 1, 2006 and July 1, 2007.

Eliminate public services sales tax exemption.

Adopt streamlined sales tax statute, without sourcing rules that
would change where the tax is allocated, effective July 1, 2006.

($14.7)
(10.4) (20.1)
(2.3) (4.5)
44.0 52.8
(24.3)

$167.0 $210.7

(51.9)

61.9 74.5

*Note: Estimates reflect August 1, 2004 implementation date for HB 5018. Because of the
delayed enactment of the legislation, provisions previously assumed to take effect August 1, 2004
will be delayed until September 1, 2004 resulting in a cumulative reduction in revenues available

in FY 2005 of $50.7 million.




HB 5018 Tax Policy Actions

($ in millions)

FY 2005 FY 2006
Revenue Revenue
Impact  Impact

Corporate Tax

Eliminate ability to lower tax liability through payments to
subsidiaries for “intangible assets” (Delaware Holding Co.).

Require “pass-through entities” to identify owners.

Recordation Tax

Recordation tax increase of 10 cents per $100 of value.

Net General Fund Impact of HB 5018

$34.0 $22.4
2.0 6.0
105.1 119.0

$401.3 $369.9

Special Fund Changes

Cigarette Tax

Increase state cigarette tax from 2.5 cents per pack to 20 cents
per pack on August 1, 2004 and 30 cents per pack on July 1,
2005; impose 10 percent excise tax on other tobacco products at
wholesale level, effective March 1, 2005.

Sales Tax

Increase sales tax on non-food items by % percent and dedicate
to public education through deposit to Public Education
SOQ/ Local Real Estate Property Tax Relief Fund

Net Special Fund Impact of HB 5018

Total Net Revenue Impact of HB 5018 (GF and Special)

$109.5 $199.4

167.0 210.7

$276.5 $410.1

$677.8 $780.0

*Note: Estimates reflect August 1, 2004 implementation date for HB 5018. Because of the
delayed enactment of the legislation, provisions previously assumed to take effect August 1, 2004
will be delayed until September 1, 2004 resulting in a cumulative reduction in revenues available

in FY 2005 of $50.7 million.




In addition to the tax policy changes included in HB 5018, a number of
other provisions adopted by the 2004 General Assembly result in general fund

revenue changes as detailed in the table below.

Other Tax Policy Actions

(% in millions)

FY 2005

FY 2006

Revenue Revenue

Impact  Impact
Conform to federal Military Family Tax Relief Act which allows ($2.4) (%2.0)
benefits such as deduction of some travel expenses for National
Guardsmen and a capital gain exclusion for military personnel
who sell a home owned for less than two years.
Conform to federal treatment of medical savings accounts. (3.6) (3.6)
Conform to recent federal tax changes, allowing companies to (11.2) (5.6)
deduct up to $100,000 in equipment purchases as business
expenses
Increase auto rental tax to 6% from 4% 14.0 14.0
Collect sales tax on prepaid phone cards (HB 246) 0.8 0.8
Increase Service of Process Fee (SB 649) 1.6 1.6
Implement ABC Price Increase, Sunday Sales, License and 14.5 14.5
Banquet Fee Increases
Net Revenue Impact of Other Tax Actions $13.7 $19.7

Transfers to the General Fund

Transfers to the general fund increase total available resources by roughly
$1.5 billion. Of this amount, $797.0 million represents the transfer of lottery
profits estimated at $395.0 million in FY 2005 and $402.0 million in FY 2006, and
$377.7 million represents the % percent sales tax increase deposited to the Public

Education SOQ/ Local Real Estate Property Tax Relief Fund.

Other customary transfers include ABC profits of $24.9 million for the
biennium, with an additional $62.7 million per year in ABC profits and $9.9
million per year in wine tax profits going to the Department of Mental Health,
Mental Retardation and Substance Abuse Services (MHMRSAS) for substance

abuse programs.




The majority of NGF transfers required in the 2002-04 budget to help
offset revenue shortfalls have been eliminated in the 2004-06 budget. A targeted
NGF reduction of $30.2 million for the biennium, derived from a number of
agencies, is included in transfer actions.

An additional $2.6 million per year is included as a transfer from the
Department of Alcoholic Beverage Control (ABC) due to on-going efficiencies in
the department, and $21.2 million is included as a transfer from NGF agencies
related to a group life insurance premium holiday. The adopted budget also
assumes the continued transfer of $10.0 million per year from DMV /VIPNet fees
through the 2004-06 biennium, and the transfer of $6.9 million from additional
“$4-for-Life” funds. Each of the major transfers is detailed in the table below.

Transfers to General Fund in Adopted Budget
(2004-06 biennium, $ in millions)

Lottery Profits $797.0
Y4 percent Increase in Sales Tax from Public Education 377.7
SOQ/Local Real Estate Property Tax Relief Fund

ABC to Dept. MHMRSAS for Substance Abuse 145.2
ABC Profits 249
Unrefunded Marine Fuels Tax 14.8
Sales Tax Compliance & Indirect Cost Recoveries 32.6
Targeted NGF Reductions 30.2
NGEF Share of Group Life Premium Holiday 21.2
IDEA Funds 11.0
Uninsured Motorist Fees 12.1
Transfer Sales Tax to Game Protection Fund (26.7)
Transfer to Children’s Health Program (28.1)
Eliminate Transfer of UVA Med. Ctr. Interest Earnings (4.0)
VDH: Vital Records Fee Increase 1.8
VDH: Add’l Funding From “$4-for-Life’ 6.9
Other Miscellaneous Transfers 28.3
Sale of ABC Regional Office 3.0
Continue Transfer of DMV /VIPNet Fees 20.0
Total $1,467.9




Other Changes to Revenue Estimates

Beyond the improved economics, the inclusion of tax policy changes, and
transfers to the general fund, revenue growth is buoyed somewhat by the receipt
of $52.6 million each year from concluding the current Tax Public/Private
Partnership contract with American Management Systems (AMS). Under the
Partnership agreement, which began in 1998, most of the enhanced compliance
collections that were specifically tied to Partnership efforts were used to pay the
contractor for expertise and equipment that were used to enhance collections.
When the existing contract obligation ends on June 30, 2004, enhanced collections
will be deposited to the general fund.

The revenue forecast also is decreased by $2.3 million per year for reduced
payments by the Immigration & Naturalization Service for incarceration of
illegal aliens. Finally, revenues are increased by $1.9 million per year to reflect
increased debt collections by the Attorney General’s office.

Transfers from the General Fund

Pursuant to the provisions of HB 5018, the adopted budget transfers the
following existing general funds into a new dedicated health care fund:

FY 2005 FY 2006
Revenue Revenue
Impact Impact

Revenues Deposited into Va. Health Care Fund
($ in millions)

Move current 2.5 cents per pack cigarette tax to new Virginia $15.1 $15.1
Health Care Fund.

Move current GF share of Tobacco MSA to new Virginia Health 50.5 51.1
Care Fund.

Move Medicaid recoveries to new Virginia Health Care Fund 103.2 65.5

(includes anticipated recoveries above the base and anticipated
$49.2 million from hospital overpayments for Medicare
Crossover re-pricing).

Deposit new cigarette and other tobacco products tax into 109.5 199.4
Virginia Health Care Fund.




Official General Fund Forecast Reflects All Assumed Changes

With the inclusion of the tax policy changes adopted by the General
Assembly and the revised economic forecast, the official 2004-06 revenue forecast
reflects general fund tax revenue growth of 7.4 percent in FY 2005 and 5.2
percent in FY 2006. This results in projected general fund revenues of $25,545.3
million over the biennium. This figure does not include the transfer of $300.5
million in existing revenue transferred to the Virginia Health Care Fund or the
increase in the cigarette and other tobacco products tax of $308.9 million that will
also be deposited to the Health Care Fund. In addition, the % percent increase in
the general sales and use tax dedicated to public education pursuant to HB 5018,
totaling $377.7 million over the biennium, is excluded from the general fund
forecast set out below.

Forecast of General Fund Revenues

Including Revenues From Tax Policy Changes*
(2004-06 biennium, $ in millions)

FY 2005 % Growth FY 2006 % Growth
Net Individual $7,770.4 7.4% $8,200.9 55%
Corporate 407.7 11.4% 4114 0.9 %
Sales 2,852.2 13.8% 2,984.1 4.6%
Insurance 381.2 9.6 % 414.9 8.8 %
Public Service 86.3 2.3% 89.1 3.2%
All Other 954.0 (9.4%) 993.1 4.1%
Total Revenues $12,451.8 7.4% $13,093.4 5.2%

* Excludes transfers and balances




Legislative

The 2004-06 budget, as adopted, includes a total of $53.6 million GF the
first year and $53.5 million GF the second year for the Legislative Department.
This represents a net increase of $271,577 (0.25 percent) when compared to the
adjusted appropriation for current operations.

The introduced budget includes a series of minor amendments which
adjust funding for risk management premiums, state employee workers’
compensation premiums, and rental charges for office space at the seat of
government. Other Legislative Department amendments are shown below.

. Auditor of Public Accounts

Financial Accounting Study. Includes language directing a study
of the operations of the State Comptroller as they relate to the
Commonwealth’s financial accounting and control operations.

Deferred Maintenance Study. Includes language directing a study
of deferred maintenance costs for state buildings.

Base Budget Adjustment. Includes a technical reduction of $78,435
GF each year in the base budget to reflect the actual budget request.

J Division of Legislative Services

Elimination of Positions. Includes a reduction of $160,000 GF and
two positions each year to reflect the elimination of two positions.

Specialized Legal Services. Provides $50,000 GF each year for
specialized legal services.

Register of Regulations. Includes a technical reduction of $62,500
NGF each year to account for the privatization of the printing,
distribution and subscription services related to the Register of
Regulations. The agency will no longer collect the subscription
revenue associated with this publication.

. Dr. Martin Luther King, Jr. Memorial Commission

Commemoration Funding. Provides $10,000 GF each year for the
Commonwealth’s two-year commemoration of the 50" anniversary
of Brown v. Board of Education.



Commissioners for Promotion of Uniformity of Legislation

- Organizational Expenses. Provides $21,000 GF the first year and
$23,000 GF the second year for an organizational dues increase,
travel, and related expenses.

Virginia Commission on Youth

- Vacancy Savings. Includes a reduction of $23,683 GF each year to
reflect savings from leaving a part-time position vacant.

Virginia Crime Commission

- Replacement of Federal Funds. Provides $69,463 GF the first year to
replace a federal grant which expired on March 31, 2004.

- Computer Crimes. Includes language directing the Commission to
examine the statutory basis for computer crimes in Virginia.

Legislative Department Reversion Clearing Account

- Across-the-Board Reductions. Includes budget reductions for
legislative agencies totaling $547,000 GF each year.
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Judicial

The 2004-06 budget, as adopted, includes a total of $303.1 million GF the
first year and $308.9 million GF the second year for the Judicial Department.
This represents a net increase of $21.0 million GF (3.5 percent) for the biennium
when compared to the adjusted appropriation for current operations.

Additional funds are included for five new Circuit Court judgeships, two
new Juvenile and Domestic Relations District Court judgeships, 49 new positions
for the District Courts, 32 new positions for existing Public Defender offices, and
four new Public Defender offices.

The budget includes a series of technical amendments to adjust funding
for risk management premiums, state employee workers’” compensation
premiums, rental charges for office space at the seat of government, and to
capture savings associated with the Virginia Information Technologies Agency
(VITA). Also, there are a series of technical amendments to pay for an increase in
Social Security taxes on the salaries of justices and judges due to an increase in
the federal FICA salary tax cap.

Additional technical amendments realign positions within the court
system to more accurately reflect the actual work assignments for those positions
in the General District Courts, Juvenile and Domestic Relations District Courts,
Combined District Courts, and the Magistrate System and to distribute the base
budget amounts for the Criminal Fund to the respective courts in which those
funds are actually spent. However, new funds proposed for the Criminal Fund
are budgeted to the Circuit Courts, and have not yet been distributed to the other
parts of the judicial system.

J Supreme Court of Virginia

- Family Court Study. Includes language directing the Judicial
Council of Virginia to report on the funding, resources and
statutory changes required to create a system of Family Courts.

° Circuit Courts

- New Judgeships. Includes $355,152 GF the first year, $1,045,645 GF
the second year, and 5.0 positions to establish new judgeships for
the 1%, 14", 15", 22", and 29" Circuits, effective March 1, 2005.

. Statutory authority for these new judgeships is included in
Part V of the Appropriation Act.
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Criminal Fund. Includes a net reduction of $1.7 million GF the first
year and a net increase of $1.2 million GF the second year.
However, this net adjustment includes a series of actions.

. First, the introduced budget included $5.0 million GF the
first year and $8.1 million GF the second year for the cost of
providing court-appointed counsel for an increasing number
of indigent defendants in criminal cases and to support other
expenses of the Criminal Fund.

. Second, an amendment providing for a technical reduction
of $250,000 GF the first year and $400,000 GF the second year
was included.

. Third, a reduction of $6.6 million GF the first year and $6.5
million GF the second year was included to reflect savings
from the creation of four new Public Defender offices.

General District Courts

Involuntary Mental Commitment Fund. Includes $0.7 million GF
the first year and $0.9 million GF the second year for the cost of
providing hearings for determining whether persons are to be
committed involuntarily for mental health treatment.

. Hospitalization costs associated with involuntary mental
commitment proceedings are included in the budget for the
Department of Medical Assistance Services (DMAS).

District Court Clerks. Provides $898,406 GF the first year and
$1,796,812 GF the second year to support 49 new positions each
year for the Clerks of the District Courts. These positions are to be
allocated by the Committee on District Courts.

Juvenile and Domestic Relations District Courts

New Judgeships. Includes $128,623 GF the first year, $380,870 GF
the second year, and 2.0 positions to establish new Juvenile and
Domestic Relations judgeships for the 15" and 27" Districts,
effective March 1, 2005.

. Statutory authority for these new judgeships is included in
Part V of the Appropriation Act.
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State Board of Bar Examiners

Conversion to Non-General Funds. Provides for the conversion of

this agency from general fund to nongeneral fund status, effective
July 1,2004.

Conversion of Part-Time Position. Includes $71,106 NGF the first
year and $67,106 NGF the second year to convert the position of
Secretary-Treasurer from part-time to full-time status.

J Indigent Defense Commission

Change in Mission and Scope. Provides for the conversion of the
former Public Defender Commission into the new Indigent Defense
Commission, effective July 1, 2004, consistent with Chapter 884 (SB
33) and Chapter 921 (HB 1056), Acts of Assembly 2004.

. The new commission will have broadened responsibilities
for overseeing provision of counsel for indigent defendants.

. These new duties will include establishing qualification
standards and standards of conduct for court-apppointed
counsel as well as public defenders, and the maintenance of
a list of qualified attorneys.

. The budget provides $258,542 GF and four positions the first
year and $355,770 GF and two additional positions the
second year for additional central office staff to address
these new responsibilities.

New Public Defender Offices. Provides $6.4 million GF the first
year, $5.9 million GF the second year, and 90 positions for creation
of four new public defender offices. The new offices will serve
Arlington-Falls Church, and the cities of Chesapeake, Hampton,
and Newport News. Authority for creation of these new offices is
included in Part V of the Appropriation Act.

New Public Defender Positions. Provides $1.0 million GF and 16
FTE positions the first year and $2.1 million GF and 32 positions the
second year for attorneys and support staff in existing Public
Defender offices. This will reduce attorney caseloads in those
offices where caseloads significantly exceed the statewide average.
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Rent Increase. Provides $280,659 GF the first year and $297,573 GF
the second year for rent increases for 27 public defender offices
throughout the Commonwealth.

Salary Increase for New Positions. Includes a technical adjustment
of $47,292 GF each year to fund the 2.5 percent pay increase
granted December 1, 2003, for positions in the newly-created
Norfolk Public Defender Office.

Virginia State Bar

Base Budget Adjustment. Provides $130,000 NGF each year to
reflect current personal services costs.

Compensation Plan. Includes $108,000 NGF the first year and
$144,000 NGF the second year to implement the compensation plan
for employees of the Virginia State Bar.

Increased Regulatory Staff. Provides $203,950 NGF the first year
and $191,450 NGF the second year and 3.5 FTE positions each year
for regulation of the legal profession. These additional attorney
positions are intended to eliminate case backlogs and ensure
prompt resolution of disciplinary complaints.

Electronic Files for Disciplinary Orders. Includes $20,000 NGF in
the first year only for conversion of hard-copy disciplinary orders
into a web-based, searchable electronic file.

Electronic Services. Provides $110,000 NGF in the first year only to
implement a web-based information system to enhance public
access to services. The system is intended to enable bar members to
review and update information on file with the Virginia State Bar
and to provide enhanced access to the general public.

Study of Existing Database. Includes $25,000 NGF each year for an
assessment of database replacement needs.
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Executive

The 2004-06 budget, as adopted, includes a total of $20.9 million GF the
first year and $21.0 million GF the second year for Statewide Executive Offices,
including the Governor, Lieutenant Governor, Attorney General, Secretary of the
Commonwealth, Office for Substance Abuse Prevention, Virginia Liaison Office,
and Contributions for Interstate Organizations. This represents a net increase of
$61,484 (0.15 percent) for the biennium when compared to the adjusted
appropriation for current operations.

A series of technical amendments provides additional funds for risk
management, state employee workers’ compensation premiums, and rental
charges for office space at the seat of government. Other technical amendments
capture savings associated with the Virginia Information Technologies Agency
(VITA), and restore funds for certain in-house information technology activities
excluded from VITA.

J Office of the Attorney General

- Debt Collection. Provides $115,408 NGF the first year and $125,628
NGF the second year and two (2.0) FTE positions each year to
enable the Division of Debt Collection to increase the amount of
outstanding receivables collected on behalf of state agencies. In
addition, language is included to clarify debt collection procedures,
consistent with legislation adopted by the 2004 General Assembly
(Chapter 919).

. These procedures clarify that all revenues generated by the
Division, less any cost of recovery, from receivables collected
on behalf of state agencies are to be deposited into a new
Debt Collection Recovery Fund. Language sets forth the
distribution of the amounts in the Fund, including amounts
to be returned to the general fund. The Secretary of Finance
is authorized to make exceptions, based on a determination
that such collections are more appropriately returned to the
fund source in which such receivables are due.

. The threshold below which the Divison of Debt Collection is
authorized to contract with private collection agents is
increased from $1,000 to $15,000.
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Administration

As adopted, the 2004-06 budget for the Office of the Secretary of
Administration includes a total biennial appropriation of $1.55 billion, or 10.8
percent more than the secretariat’s current adjusted operating appropriation.
Included in this biennial appropriation is $565.0 million the first year and $572.7
million the second year from the general fund, representing a net increase of
$21.0 million the first year and $28.7 million the second year.

Among the new general fund spending included within the
appropriations made to the agencies assigned to the Office of Administration is
$26.4 million in support for local and regional jail per diem payments, $10.3
million for additional staff at three new or expanded local and regional jails, $3.8
million to address jail overcrowding, $3.3 million to expand the contract bed
program between the Department of Corrections and local and regional jails, and
$1.5 million to maintain the one deputy per 1,500 local residents law enforcement
ratio.

. Secretary of Administration

- Resolve Library of Virginia Environmental Control Issues. Directs
the Secretary of Administration to report to the Governor and the
General Assembly what actions will be taken to resolve the
remaining design and construction problems affecting the Library
of Virginia’s collections and operations. In preparing this report,
the Secretary is to consult with the Secretary of Education, the
Office of the Attorney General, and third party professional
engineers.

J Commonwealth Competition Council

- Consolidate Agency within Department of Planning and Budget.
Eliminates the nongeneral fund dollars and positions appropriated
to this agency, and reassigns responsibility for staff support of the
Commonwealth Competition Council to the Department of
Planning and Budget. For each year, a reduction of $262,297 NGF
and 3.00 positions.

o Compensation Board

- Restore Previous Reductions in Jail Per Diems. Provides $13.2
million GF the first year and $13.2 million GF the second year to
offset previous reductions in the level of state support provided to
localities for maintaining prisoners in local and regional jails.

16



Provide Staff for New or Expanding Local and Regional Jails.
Includes $2.5 million GF the first year and $7.8 million GF the
second year to hire additional staff at new and expanding jails
expected to come on-line during this biennium. These facilities
include the Virginia Beach (expansion), Southwest Regional (new),
and Middle River Regional (new) jails.

Support for Additional Deputy Positions Required to Address Jail
Overcrowding. Provides $1.3 million GF the first year and $2.6
million GF the second year to support the hiring of temporary
corrections officers at the most overcrowded local and regional
jails. This funding will support the addition of 48 positions in FY
2005 and 43 positions in FY 2006 to alleviate security and liability
issues in 12 jails that have had inmate populations exceeding 100
percent of operational capacity for more than six months.

Expand the Jail Contract Bed Program. Includes $1.3 million GF
the first year and $2.0 million GF the second year to expand the
Department of Corrections’ contract bed program with local and
regional jails by 200 beds.

Provide One Law Enforcement Deputy for 1,500 Local Residents.
Provides $698,908 GF the first year and $763,894 GF the second year
to ensure that sheriff’s offices with law enforcement responsibilities
have sufficient deputies to meet the 1:1,500 standard required by
the Code of Virginia. The funding supports the hiring of an
additional 26 law enforcement deputies for the counties of
Cumberland, Fauquier, Frederick, Hanover, Loudoun, Orange,
Richmond, Rockingham, Spotsylvania, and Stafford.

Restore Previous Reductions to Commonwealth’s Attorneys.
Includes $552,500 GF the first year and $1.1 million GF the second
year to restore a portion of the budget reductions recommended by
the Governor in October, 2002. These funds restore about 25
percent of the October reductions in the first year and 50 percent in
the second year. The additional general fund dollars will be
distributed to Commonwealth’s Attorneys on a proportional basis
based upon their state-supported budget. Consequently, large
offices serving the Commonwealth’s bigger communities will
receive a majority of the funding.

Address Gang-Related Crime in Northern Virginia. Provides
$695,165 GF the first year and $389,165 GF the second year to
prevent gang-related crime in Northern Virginia. Funding is
included for three assistant Commonwealth’s Attorneys who will
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serve the localities of Alexandria, Arlington, Fairfax, Fairfax City,
Falls Church, Loudoun, Manassas, Manassas Park, and Prince
William. Also included are two staff to provide paralegal and
secretarial support to these Commonwealth’s Attorneys. General
funds of $300,000 in the first year will be transferred to the Virginia
State Police to support equipment needs and overtime expenses of
the Anti-Gang Strike Force.

Establish Commissioner of the Revenue Career Development
Program. Includes $84,272 GF the first year and $198,978 GF the
second year to create a career development program for
commissioners of the revenue and their deputies. Commissioners
of the revenue who satisfy the performance criteria and continuing
education requirements established for the program by the
Compensation Board will receive a minimum salary increase of 4.7
percent and a maximum of 9.3 percent, depending upon the types
of services offered by the particular commissioner’s office. Deputy
Commissioners of the revenue that have satisfied program
requirements will receive a 9.3 percent salary increase.

Establish Deputy Treasurer Career Development Program.
Includes $68,949 GF the first year and $162,801 GF the second year
to create a career development program for deputy treasurers.
Deputy Treasurers who satisfy the performance criteria and
continuing  education requirements established by the
Compensation Board will receive a salary increase of 9.3 percent.

Financial Accountability Reports from Clerks of Circuit Court.
Requires the submission of corrective action plans by Clerks of
Circuit Court in response to any finding of an internal control
matter by the Auditor of Public Accounts. If this internal control
matter has not been corrected prior to the next audit of that office,
the Clerk of Circuit Court will not be eligible for a state salary
increase. An internal control matter is a condition that may result
in the loss of revenues or office assets. Currently, it is reported that
internal control matters exist in nearly 50 Clerk of Circuit Court
offices. In many instances, these internal control matters have been
repeatedly reported by the Auditor of Public Accounts.

Adjust Technology Trust Fund Appropriation. Includes $1.3
million NGF the first year and $1.3 million NGF the second year to
accurately reflect historical expenditures from the Circuit Court
Clerks” Technology Trust Fund.
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- Update Program Structure for Constitutional Officers. Includes
several amendments restructuring the programmatic accounting
structure for constitutional officers. The amendments provide
greater detail regarding principle officer salaries, staff and office
support, and funding for the delivery of services. These
amendments have no impact on the support provided by the
Commonwealth to these offices. The constitutional officers affected
by these amendments include:  Sheriffs, Commonwealth’s
Attorneys, Clerks of Circuit Court, Treasurers, and Commissioners
of the Revenue.

- Establish Director of Finance Program Structure. Establishes a
separate programmatic accounting structure for local Directors of
Finance by transferring the general fund appropriation for these
offices from the Treasurer program into a new program. This
transferred funding totals $5.5 million GF each year. This action
does not affect the level of general fund support provided to
Treasurers or Directors of Finance.

- Convert Contractual Systems Support Position to Classified
Status. Proposes a reduction of $36,004 GF in the first year and
$42,604 GF in the second year by converting a contractual position
into a full-time classified position. The contractual position
currently provides application support for the Compensation
Board’s automated systems. The savings accrue from eliminating
the contract’s overhead costs.

Department of General Services

- Adjust Rent Charges. Provides an increase in the rental rates that
state agencies are charged for office space in state-owned buildings
at the seat of government. Provides an increase of $1.7 million
NGEF the first year and $2.2 million NGF the second year to account
for increases in the costs of contractual services, utilities, payments
in lieu of taxes, personal services, and the costs of maintaining
vacant space. Sixty-one percent of the department’s total
collections are derived from the general fund appropriations of
other state agencies.

- Enhance the Virginia Partnership Procurement Program. Provides
$327,603 NGF the first year and $349,557 NGF the second year to
support the continued expansion of the department’s spend
management program, which is labeled “Virginia Partners in
Procurement.” The Virginia Partners in Procurement program
seeks to leverage the purchasing done by state agencies, public
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colleges and universities, and local governments to seek the lowest
possible prices from vendors. This funding will permit the
department to continue this initiative using in-house staff rather
than contractors. The nongeneral fund revenue necessary to
support the initiative will be derived from rebates or surcharges
associated with the contracts established as part of the program.

Expand Procurement Account Executive Program to Local
Governments. Includes $243,870 NGF the first year and $254,469
NGF the second year for staff to market the Commonwealth’s
procurement services to local governments and to assist localities in
using those services. The services that would be made available to
localities under this initiative include existing statewide contracts,
the establishment of new statewide or regional cooperative
procurement contracts, access to and training for the use of the
Commonwealth’s electronic procurement system, and staff
analysis.

Increase Consolidated Laboratory Appropriations to Account for
Existing Federal Grants. Provides $3.7 million NGF the first year
and $3.7 million NGF the second year to account for additional
grants received from the federal government for chemical,
bioterrorism, epidemiology, and West Nile Virus testing services.

Increase Consolidated Laboratory Appropriations for Newborn
Screening Tests. Provides $534,101 NGF in the first year and
$669,762 NGF in the second year to reflect an increase in revenues
collected from hospitals, clinics, and physicians for performing
newborn screening tests. The cost of these screenings has increased
due to the inclusion of a new testing requirement by the General
Assembly. The new requirement tests for Medium Chain Acyl-
CoA Dehydrogenase Deficiency, a condition that is one cause of
Sudden Infant Death Syndrome (SIDS).

Adjust Electronic Procurement System Appropriation. Provides
$3.2 million NGF in the first year and $3.2 million NGF in the
second year to account for revenues collected from vendor
transaction fees. These fees, capped at one percent of the cost of the
goods ordered or $500, are used to support the development and
operation of the Commonwealth’s electronic procurement system.

Provide Spend Management Treasury Loan. Provides a $5 million
treasury loan to support the department’s expansion and oversight
of the spend management program. The spend management
program, or “Virginia Partners in Procurement” creates savings in
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the purchase of goods and services by encouraging agencies,
institutions, and participating localities to collaborate when
purchasing similar goods and services. The treasury loan will be
repaid from rebates or surcharges included in the resulting
procurement contracts.

Limit Payments Made in Lieu of Taxes by the Museum of Fine Arts.
Limits the payments in lieu of taxes paid by the Museum of Fine
Arts to $158,513 each year. This amount represents about 2.5
percent of the agency’s general fund appropriation. The Museum
of Fine Arts is one of the few state museums within the Office of
the Secretary of Education that is required to make such payments.

Department of Human Resources Management

Adjust Workers” Compensation Premiums. A series of
amendments to almost all state agencies provides for an overall
increase of $2.6 million (all funds) the first year and $3.9 million (all
funds) the second year to pay for the Commonwealth’s workers'’
compensation liabilities. However, the overwhelming majority of
these additional funds will be paid by nongeneral fund agencies.
In FY 2005, the general fund’s share of these additional premiums
is only $14,963. In FY 2006, the general fund will actually save
$172,969. In large part, these general fund savings are due to the
introduction in FY 1999 of an experienced-based premium
structure.

J Department of Veterans Services

Enhance Benefits Services for Veterans. Provides $137,659 GF and
four positions the first year and $150,176 GF the second year to
increase veterans” access to claims assistance at the department’s
field offices in Big Stone Gap, Cedar Bluff, Wytheville, and
Charlottesville.

Staffing for New Veterans’ Cemetery. Includes $108,796 GF and
four positions and $66,300 NGF the first year and $102,533 GF and
$106,500 NGF the second year to provide oversight of the cemetery
and perform administrative, burial, janitorial, and groundskeeping
services. The source of the nongeneral fund revenues is the federal
Department of Veterans’ Affairs, which provides a $300 burial
allowance for each veteran buried, and families of eligible
dependents, who will be charged a similar fee for burial within the
cemetery.
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- Transfer Education Unit from Department of Education. Transfers
$287,266 NGF and three positions the first year and $287,266 NGF
the second year from the Department of Education to support a
federally funded unit responsible for approving the educational
and vocational programs that veterans may attend when using the
benefits associated with the Montgomery G.I. bill A
corresponding amendment eliminates these positions and their
associated funding from the Department of Education.

- Account for Additional Federal Funds Available to Education Unit.
Includes an additional $185,928 NGF and two positions the first
year and $185,928 NGF the second year in federal funds for the
state veterans’ education program. The department will use these
additional federal dollars to inform veterans about their
educational benefits.

Human Rights Council

- Provide Additional Staff. Includes $32,577 GF and one position the
first year and $35,539 GF the second year to ensure the agency
satisfies its federal contract requirements and to alleviate a backlog
in its discrimination investigations.

State Board of Elections

~ Help America Vote Act (HAVA). Provides $45.5 million NGF the
first year and five positions and $15.0 million NGF the second year
to upgrade election equipment and implement a number of election
reforms. The Help America Vote Act was passed by Congress in
2002 and provided states with $3.65 billion in federal funds to
improve the manner in which Americans vote. Currently, $11.6
million in federal funds have already been received by the board.
The board expects to receive another $20.6 million in FY 2004, $11.6
million in FY 2005, and $15.0 million in FY 2006.

- Rebase Registrar and Local Electoral Board Salaries. Provides an
additional $1.0 million GF the first year and $1.0 million GF the
second year to fund the salary costs of general registrars and local
electoral boards. The salaries paid to general registrars and local
electoral boards are determined based primarily on population.
The amounts included represent the sums needed to comply with
the salary tables shown for general registrars and local electoral
boards in the Appropriation Act.
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Eliminate Local Salary Supplement Restriction. Eliminates a
previously existing restriction within the Appropriation Act that
limited local salary supplements for general registrars to no more
than ten percent of the salary shown in the Appropriation Act.
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Commerce and Trade

The 2004-06 appropriation, as adopted, for the Commerce and Trade
Secretariat includes $234.3 million GF and $1,462.7 million NGF. This total is
$5.1 million GF and $213.0 million NGF greater than the adjusted appropriation
for current operations.

Included in the spending for this secretariat is some $1.9 million GF the
first year in Central Appropriations for the solar photovoltaic manufacturing
incentive grant program. An additional $6.7 million GF each year is provided in
Central Appropriations to honor commitments made under the semiconductor
manufacturing performance grant program. In addition, general fund support
for the Governor’s Development Opportunity Fund totals $21.0 million GF for
the biennium.

For economic development in Southside and Southwest Virginia, the
budget includes $1.0 million GF for special marketing efforts to promote
distressed areas and $1.0 million GF for a job creation performance grant
program. In addition, another $1.0 million GF is provided to support local
economies potentially affected by the latest round of military base closings.

In tourism, the budget includes $1.5 million GF for the biennium to
promote the 400" anniversary of the founding of Jamestown, $150,000 to partner
with other organizations to market eco-tourism, and $100,000 GF each year to
promote the “See Virginia First” marketing campaign.

The budget also includes language requiring the Departments of
Agriculture and Consumer Services and Housing and Community Development,
along with the Virginia Tourism Authority, to develop performance and
accountability goals and measures.

. Secretary of Agriculture and Forestry

- Establishment of Secretariat. Provides $150,000 GF in FY 2006 and
1.00 full-time position to implement legislation enacted by the 2004
Session creating the Agriculture and Forestry secretariat. Budget
language directs the Governor to transfer in FY 2006 one position
from the Office of the Secretary of Commerce and Trade and one
position from the Department of Agriculture and Consumer
Services to staff the new Secretary’s office.
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Department of Agriculture and Consumer Services

Agriculture Education Specialists. Provides funding and budget
language designating $150,000 GF each year to support three
agricultural education specialists. The “pass through” funding
goes to the Agricultural Education Program at Virginia Tech.

Fee Authorization. Revises budget language from the 2003 Session
authorizing a registration fee for the weights and measures
program. The new language reduces the fee to $4.00, exempts
entities from paying the fee if they are subject to a local inspection
fee, and requires the Commissioner to develop a long-term funding
plan for the program. In addition, the amendment provides
$25,000 GF each year to help the agency develop and implement
the plan.

Products Promotion. Provides $100,000 GF in FY 2005 for the
Virginia Grown, Virginia’s Finest, and Savor Virginia programs as
well as the “Meet Your Customers” missions promoting Virginia’s
agriculture and forestry products.

Performance and Accountability. Directs the agency through
budget language to develop performance goals and strategies to
measure the agency’s impact in core areas such as marketing, food
safety, and inspection services. This information is to be submitted
for review during the 2005 Session.

Department of Business Assistance

Small Business Research. Reduces funding by $150,000 GF each

year and eliminates two general fund positions for small business
research.

Small Business Incubators. Eliminates general fund support for
the program, saving $410,000 each year.

Virginia Capital Access Program. Includes $300,000 GF the first
year to boost private financing for small businesses. Loan loss
reserve accounts are set up at participating banks to cover possible
losses on loans. The reserve is funded by premiums paid by the
borrower, which is usually between three and seven percent and
matched by the agency.
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Department of Forestry

Equipment Replacement. Restores $159,000 GF each year for
equipment purchases. The budget, as introduced, had proposed
decreasing support for new equipment.

Two-Way Radio System. Approves $123,599 GF the first year and
$244,359 GF the second year to replace the agency’s existing two-
way radio system.

Reforestation Incentives. Includes $125,000 GF the first year and
$250,000 GF the second year to partially match the tax paid by the
forest industry for reforestation efforts. The industry will raise an
estimated $1.1 million each year from the special tax.

| Department of Housing and Community Development

State Fire Marshal’s Office. Provides $166,000 GF and $166,000
NGEF the first year and $160,500 GF and $160,500 NGF the second
year along with 2.50 general fund positions and 2.50 nongeneral
fund positions. The initiative targets an estimated 600 high risk
buildings (e.g., hospitals, private schools, private college
dormitories, and nightclubs) not currently inspected, primarily in
communities without local fire marshals. Chapter 787 (HB 451) of
the 2004 Acts of Assembly authorizes the agency to charge and
recover a fee for the inspection services.

Planning District Commissions. Reduces general fund support by
$214,928 each year. The action is equivalent to a 10 percent
reduction in the amount of state support for the 21 regional
planning groups.

Creating Jobs in Economically Distressed Localities. Includes $1.0
million GF in FY 2006 for a grant program to attract new and
expanding businesses to localities with persistent high-
unemployment.  Eligible companies can receive performance
grants up to a maximum of $37,500 per business for creating five
full-time qualified jobs.

Center for Rural Virginia. Provides $50,000 GF the first year and
$100,000 GF the second year to implement legislation (Chapters 938
and 964, 2004 Acts of Assembly) creating the Center for Rural
Virginia. Budget language requires periodic reporting on the
Center’s needs and accomplishments.
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Performance and Accountability. Sets out a series of goals in the
2004-06 biennium to promote greater performance and
accountability in the agency’s core programs including economic
and community development, housing assistance, and
homelessness.

Department of Labor and Industry

Apprenticeship Program. Provides $212,830 GF and $212,830 NGF
the first year and $202,830 GF and $202,830 NGF the second year
along with four GF positions. The four field representatives will be
responsible for increasing participation in the apprenticeship
program from the present level of 11,400 apprentices to 13,500
apprentices.

Department of Mines, Minerals and Energy

Solar Photovoltaic Manufacturing Incentive Grants. Transfers
$1.9 million GF the first year to the Governor’s Development
Opportunity Fund. Budget language in the Central Appropriations
portion of the budget requires the Secretary of Commerce and
Trade and the Auditor of Public Accounts to certify that the
applicant has complied with statutory requirements to qualify for
the payment.

Department of Minority Business Enterprise

Minority Procurement. Provides $301,279 GF the first year and
$329,426 GF the second year and four GF positions to increase the
number and value of procurement contracts offered by the
Commonwealth to minority businesses.

Virginia Economic Development Partnership

Marketing Distressed Areas of Virginia. Provides $500,000 GF each
year to market distressed areas of the state.

Virginia Commission on Military Bases. Provides $704,000 GF the
first year and $303,000 GF the second year to support the operating
and staff expenses of the Governor’s Commission and to establish a
strategic planning grant program in response to the federal 2005
Base Realignment and Closure Commission (BRAC).

Virginia Commercial Space Flight Authority. Continues past
general fund support for the Authority at $100,000 each year.
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Shell Building Program. Reduces general fund support for the
activity by $69,059 the first year and $200,000 the second year,
leaving $45,000 in FY 2006 for three demonstration projects. These
projects would target resources on preliminary work (i.e., design,
utilities, development of a construction schedule, and securing
permits) required before construction on a custom-design building
can begin.

Virginia Employment Commission

Unemployment Benefits. Increases nongeneral fund support by
$84.2 million the first year and by $73.5 million the second year for
unemployment insurance benefit payments. The increase will be
funded by additional revenue from the Unemployment Insurance
Trust Fund.

Information Technology. Provides additional nongeneral fund
spending of $17.9 million the first year and $3.0 million the second
year to replace outdated and unreliable equipment and to rewrite
or modify several of the agency’s major application systems. Most
of the effort will be directed towards redoing the Unemployment
Insurance Benefits System to improve efficiency in processing
claims, producing statistical reports, addressing legislative changes,
and providing real-time information.

Reed Act Allocations. Provides $4.5 million NGF each year to
administer the Job Service and Unemployment Insurance
Programs. Currently, these two programs are co-located in VEC’s
statewide network of 40 full-service field offices. VEC intends to
move the Unemployment Insurance Program from these field
offices to Customer Contact Centers.

VEC Staffing. Adds nongeneral fund support of $2.5 million the
first year and $2.8 million the second year along with 67.50
positions to staff two Customer Contact Centers (36 FTE), support
Workforce Investment activities at designated one-stop centers (7
FTE), provide special services for veterans (15.5 FTE), resolve the
backlog of Unemployment Insurance decisions (8 FTE), and
support information technology applications (1 FTE).

Virginia Racing Commission

Breeders Fund. Increases the nongeneral fund appropriation by
$390,000 the first year and by $520,000 the second year to provide
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financial support to owners and breeders of Virginia-bred
racehorses.

Horse Industry Board and Horse Center. Includes budget language
authorizing up to $40,000 each year for each of these organizations.
Net proceeds from pari-mutuel betting is the funding source. State
statute (§ 59.1-392, Code of Virginia) designates a portion of betting
dollars to the three groups.

State Racing Operations Fund. Transfers (in Part 3 of the budget)
$90,000 the first year and $240,000 the second year to the general
fund from the State Racing Operations Fund.

Promotion and Marketing Fund. Includes $250,000 NGF the first
year and $500,000 NGF the second year to promote and market the
horse industry in Virginia. Budget language restricts the
expenditure of funds for this purpose if revenues collected by the
general fund from pari-mutuel wagering fall below specific targets.

Virginia Tourism Authority

Jamestown 2007 Commemoration. Provides $1.0 million GF the
first year and $500,000 GF the second year for advertising and
marketing the statewide events commemorating the 400"
anniversary of the founding of Jamestown in 1607. Statewide
events are being planned that will begin in 2006 and continue
through 2007.

Outdoor Resources Tourism. Adds $150,000 GF the first year for a
marketing program to leverage state money in partnership with
other public and private funds. The program’s focus is outdoor
recreation and eco-tourism.

Motor Sports Initiative. Includes $250,000 GF each year for a
motor sports initiative. The goal is to identify and recruit research
and design facilities, engine fabricators, specialized machine shops,
racing controls and instrumentation makers, race car teams, and
other businesses that support and supply the auto racing industry.
The appropriations will be transferred to the Virginia Economic
Development Partnership for spending.

“See Virginia First”. Provides $100,000 GF each year to support the
portion of the program managed by the Virginia Association of
Broadcasters. Separate budget language designates $75,000 each
year for the portion of the program managed by the Outdoor
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Advertising Association of Virginia. This program is designed to
encourage Virginians to visit in-state recreational and cultural
attractions.

Performance and Accountability. Directs the Virginia Tourism
Authority to develop performance goals and strategies for the
agency’s core services — marketing and promotions, industry
relations, and film and television productions.

Tredegar Civil War Center. Provides $225,000 GF each year for the
Center.

Special Projects. Through a series of amendments, provides
$100,000 GF each year for the Virginia Foundation for the
Humanities and Public Policy to develop, promote, and market the
African-American Heritage Trail; designates $25,000 each year to
support the activities of the Coalfield Regional Tourism Authority;
and directs the Authority to work with other interested parties to
develop a web site that links bed and breakfasts, wineries, and
historical attractions in each region of the Commonwealth.
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Public Education

The adopted 2004-06 budget for Direct Aid to Public Education contains a
net increase of $1,485.8 million GF and $47.4 million NGF for the biennium when
compared to the adjusted base budget. This total reflects new spending of
$1,853.8 million GF, offset by $368.0 million GF in reductions.

Biennial increases for direct aid to public education include formula-
driven and technical increases of $1,210.1 million GF to update the Standards of
Quality (SOQ), Incentive, and Categorical accounts for increased enrollment,
prevailing costs of education, and updated composite index calculations.

Of the estimated $377.7 million from the one-quarter cent of sales tax
revenues from the Public Education SOQ/Local Real Estate Property Tax Relief
Fund that was established pursuant to Chapter 4, 2004 Acts of Assembly, Special
Session I, half of the revenue, together with other general funds, supports the
$325.9 million in SOQ funding revisions pursuant to Chapters 939 and 955, 2004
Acts of Assembly. The remaining half is distributed based on school-age
population, consistent with the existing one cent of sales tax dedicated for public
education.

Other increases include: $66.9 million GF to finish the phase in of
administrative support positions and fix the one-month rollover of fringe
benefits costs; $55.1 million GF to fund 100 percent of at-risk four-year-olds
unserved by Head Start programs by the second year; $39.8 million GF in
additional lottery proceeds to support the State Board of Education’s
recommendation to revise the SOQ Remediation methodology; net $26.9 million
GF from other sales tax revenues; $19.7 million GF to enhance funding for
English as a Second Language; $16.6 million NGF (Literary Fund) for debt
service on technology equipment note issuance; $10.1 million GF to help school
divisions meet the requirements of the federal No Child Left Behind Act; $7.1
million GF to fully fund the cost of competing adjustment for Planning District §;
and $5.5 million GF for programs to help high school seniors pass Standards of
Learning (SOL) graduation requirements.

In addition to the transfer of an additional $30.8 million NGF from the
Literary Fund to cover a portion of retirement costs, the following reductions
offset cost increases: $109.8 million GF from deducting non-personal technology
costs from the SOQ; $90.0 million GF from deducting 29.34 percent of certain
federal revenue sources from SOQ costs; $63.9 million GF related to the VRS
retirement rate and the Retiree Health Care Credit rate; $34.7 million GF from re-
directing SOL prevention, intervention, and remediation to SOQ prevention,
intervention, and remediation; $20.2 million GF from eliminating the Student
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Achievement Grants account; $12.0 million GF by changing the K-3 Class Size
Reduction calculation; and $2.2 million GF from Algebra Readiness.

The adopted budget also includes a net increase of $18.8 million GF for the
Department of Education, primarily to continue the state’s SOL testing programs
and to develop a statewide student information system needed to meet the
requirements of the federal No Child Left Behind Act.

J Secretary of Education

Virginia Cancer Research Fund. Includes $50,000 NGF the second
year (assumed revenue from a yet to be created income tax check-

off) for a new Virginia Cancer Research Fund to support the cancer
centers at UVA Medical Center and VCU Medical Center.

“Efficiency Reviews” of School Divisions. Adds $984,000 GF the
first year to continue the school efficiency review pilot program.

Schools for the Deaf and Blind. Adds $100,000 GF the first year
towards a capital needs assessment for consolidating the state’s two
schools for the deaf, blind and multi-disabled.

. Department of Education

SOL Assessments: Testing Contract Costs. Adds $1.8 million GF
and $400,000 NGF the first year and $4.5 million GF and $400,000
NGF the second year to meet the contractual inflation adjustment,
increased enrollment costs, and costs of a transition year since the
existing vendor contract expires on June 30, 2006.

SOL Assessments: Continue On-line Testing Implementation.
Adds $1.5 million GF the first year and $2.1 million GF the second
year to meet annual contract renewal costs, increased enrollment
costs, and provide additional technical assistance to school
divisions.

No Child Left Behind: Statewide Student Information System.
Adds $798,948 GF and $2.7 million NGF the first year, $3.6 million
GF the second year and 4.0 FTE to contract for the development of
an “Education Information Management System” that will improve
the department’s data collection, analysis, and reporting capability
in order to meet the requirements of the federal No Child Left
Behind Act.
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- No Child Left Behind: Five New Positions. Adds $1.0 million GF
the first year and $970,540 GF the second year and five positions to
meet requirements of the federal No Child Left Behind Act, such as
test development for grades 4, 6, and 7; annual improvement in
pass rates; increased technical assistance to improve graduation
rates, attendance rates, and school safety; and parental notification
of options.

- Maintain National Board Certification Bonus Levels for Teachers.
Adds $330,000 GF the first year and $787,500 GF the second year
based on an estimated 137 additional initial awards in FY 2005 and
an additional 160 initial awards in FY 2006. These additional initial
awards would increase the total number of teachers holding
National Board Certification in Virginia to 707.

- Project Graduation. Adds $356,512 GF each year to support
regional summer and/or extended day school programs and on-
line SOL tutorials targeted to helping students pass the SOL tests
needed for graduation. (Additional funding of $2.8 million GF
each year for this purpose is included in the Direct Aid to Public
Education budget.)

Direct Aid to Education

- Technical Changes (Biennial SOQ Re-benchmarking). Includes
$564.3 million GF and $22.9 million NGF (Literary Fund) the first
year and $645.8 million GF and $17.4 million NGF (Literary Fund)
the second year to make technical adjustments to Standards of
Quality, Incentive, and Categorical funding due to the following:

. Updated Prevailing Instructional Salaries. Salary data is
adjusted to reflect prevailing salaries in 2001-2002 and the
FY 2004 increase provided by the General Assembly.

. Updated Prevailing Instructional Support Costs. Support
cost data, including textbooks (down from $75.36 to $63.12
per pupil) and instructional supplies, are adjusted using the
2001-2002 Annual School Report.

. Updated Projected Enrollment. Enrollment is expected to
increase by 15,006 students in the unadjusted average daily
membership (ADM) the first year above the projected March
2004 ADM, and by another 16,223 students the second year,
for an estimated total of 1,201,451 students in FY 2006.
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Revised Inflation Factors. Prevailing support costs, updated
to reflect 2001-2002 actual costs, are adjusted for inflation
through September 2003.

Revised Fringe Benefit Costs. The 2004-2006 Standards of
Quality budget is calculated by the Department of Education
to reflect the following fringe benefit rates: 6.03 percent the
first year and 6.62 percent the second year, up from 3.77
percent last biennium, for retirement; continuation of the
premium holiday for group life; 0.59 percent, down from
0.67 percent last biennium, for the Retiree Health Care
Credit; $3,269 per instructional position, up from $2,734 last
biennium, for health insurance premiums.

Revised Sales Tax Revenue Projections. Sales tax revenues
from the one cent portion of the sales tax that is returned for
public education.

Revised Composite Index of Local Ability-to-Pay. The
elements used to calculate each school division’s composite
index of local ability-to-pay are updated from 2001 to 2003.
The composite index measures local wealth through true
value of real property (50%), adjusted gross income (40%),
and retail sales tax collections (10%). The index is weighted
two-thirds by ADM and one-third by population. The index
for 89 divisions went down (i.e., the local share decreased),
37 went up (i.e., the local share increased), and 10 remained
the same.

Updated Student Counts. Student counts in special,
vocational, and remedial education have been updated from
2000 and 2001 to 2002 and 2003 data.

Other Technical Changes to Incentive and Categorical
Accounts. Updated enrollment projections, updated free
lunch eligibility data (statewide the percent of students
eligible for the federal free lunch program changed from
23.55 percent to 24.53 percent), and updated participation
rates for particular programs were applied. (A list of
incentive and categorical accounts is included at the end of
this section.)

SOQ Revisions (Chapters 939 and 955, 2004 Acts of Assembly):
Elementary Resource Teachers, Required Middle and High School
Planning Period, and Technology Positions. Adds $105.8 million
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GF the first year and $220.3 million GF the second year for: five
elementary resource teachers per 1,000 students; a required daily
planning period for middle and high school teachers (25 percent
the first year; 100 percent the second year); and one instructional
and one support technology position per 1,000 students (support
only in the first year; support and instructional in the second year).

Half of the % cent of sales tax revenue from the Public Education
SOQ/Local Real Estate Property Tax Relief Fund, pursuant to
Chapter 4, 2004 Acts of Assembly, Special Session I, estimated at
$83.5 million GF the first year and $105.4 million GF the second
year, helps to support the SOQ funding revisions outlined above.

SOQ Revisions (Chapters 939 and 955, 2004 Acts of Assembly):
SOQ Intervention, Prevention, and Remediation. Transfers
additional lottery proceeds of $20.5 million GF the first year and
$20.6 million GF the second year to fund, the State Board of
Education’s approved revision to the SOQ remediation calculation.
The new methodology is based on the state’s share of the cost of
one hour per day of additional instruction for students at-risk of
academic failure as measured by eligibility for the federal free
lunch program, with a sliding scale for the ratio of students-to-
teachers based on a division’s percentage of students failing the
SOL tests. In contrast, the current methodology is based on the
state’s share of the cost of nine instructional positions per 1,000
students scoring in the bottom quartile on the Stanford 9
assessment.

Additional 1/8 Cent Sales Tax Based on School-Aged Population.
From the Public Education SOQ/Real Estate Property Tax Relief
Fund, the remaining half of the % cent sales tax revenue of $83.5
million GF the first year and $105.4 million GF the second year will
be distributed based on school-aged population. Consistent with
the existing one cent of sales tax for public education, this results in
an offset to the state’s share of Basic Aid payments of $47.0 million
GF the first year and $59.4 million GF the second year.

Other Sales Tax Revenue. Adds a net $12.2 million GF the first
year and $14.7 million GF the second year in additional sales tax
revenue due to tax law changes (i.e., the elimination of sales tax
exemptions for public service corporations, cigarette tax increases,
and sales taxes on pre-paid phone cards) and the mid-session
revenue re-forecast.
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At-Risk Four-Year-Olds Preschool Program. Adds $24.8 million
GF the first year and $30.3 million GF the second year to fund 90
percent of at-risk four-year-olds unserved by Head Start programs
in the first year and 100 percent in the second year. New language
specifies the establishment of standards in accordance with
appropriate preparation for students to be ready to enter
kindergarten. (This includes the $2.2 million GF each year in the
budget as introduced.)

Complete Phase-In of Certain Support Positions and Correct One-
Month Rollover of Fringe Benefits Costs. Adds $22.7 million GF
the first year and $23.0 million GF the second year to finish the
phase-in, begun by the General Assembly in 2002, of certain
administrative support positions. Adds $21.3 million GF the
second year to fix the one-month rollover of fringe benefits costs
from one fiscal year to the next (a one-time cost).

English as a Second Language. Adds $9.1 million GF the first year
and $10.6 million GF the second year to increase the number of
instructional positions per 1,000 students for whom English is a
second language from 10 to 17.

No Child Left Behind: Implementation Costs. Adds $4.7 million
GF the first year and $5.4 million GF the second year to help with
the costs of implementing the federal No Child Left Behind Act.
The total $10.1 million GF includes $1.0 million GF for grants to
school divisions to develop leadership training programs.

Continue Technology Equipment Note Issuance. Adds $7.1 million
NGF (Literary Fund) the second year for the first year of an issued
five-year $59.1 million note for technology equipment. Costs
related to a 2006 issuance will begin in FY 2007.

Complete Cost of Competing Adjustment. Adds $3.5 million GF
the first year and $3.7 million GF the second year to increase the
Planning District 8 cost of competing adjustment for support
personnel from 20.92 percent to the full 24.61 percent.

Project Graduation. Adds $2.8 million GF each year for regional
summer school programs and on-line SOL tutorials targeted to
helping students pass the SOL tests needed for graduation.

Other Increases. Adds $250,000 GF each year for Wolf Trap’s Early
Learning Through the Arts program; $200,000 GF each year for the
Jobs for Virginia Graduates program; $178,000 GF each year to
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increase the Governor’s Schools funding cap to 1,500 students per
school; and $153,000 GF in the second year for Chapter 820, 2004
Acts of Assembly that affects Highland County.

Limit to 29.34 Percent the Deduct of Federal Revenues from SOQ
Costs. Reduces funding by $44.9 million GF the first year and $45.1
million GF the second year by deducting certain federal revenues
from total SOQ costs. (This is in lieu of the reduction proposed in
the introduced budget of $208.3 million the first year and $209.8
million the second year from (1) the deduction of certain locally
generated revenues from total SOQ costs and (2) the deduction of
100 percent of certain federal revenues from SOQ costs.)

Deduct Non-Personal Technology Costs from SOQ. Reduces
funding by $54.6 million GF the first year and $55.2 million GF the
second year by deducting non-personal technology costs from the
calculations of SOQ costs.

VRS Retirement Rate and Retiree Health Care Credit Rate.
Reflects offsetting savings in Direct Aid of $36.4 million GF the first
year and $27.5 million GF the second year by using (1) the
“normal” teacher retirement rate of 6.03 percent the first year and
6.62 percent the second year rather than 7.82 percent each year and
(2) a Retiree Health Care Credit rate of 0.55 percent each year rather
than 0.59 percent.

Eliminate SOL Remediation Incentive Account and Student
Achievement Block Grant. Reduces funding by $17.3 million GF
the first year and $17.4 million GF the second year by eliminating
SOL remediation as a separate incentive account. Reduces funding
by $10.1 million GF each year by eliminating the Student
Achievement Block Grant as a separate account.

Decrease in Primary Class Size K-3 Reduction Funding. Reduces
funding by $6.0 million GF each year by funding the lower of,
rather than the higher of, the division average per pupil cost or the
actual division per pupil cost.

Algebra Readiness. Captures $1.1 million GF each year in savings
from the Algebra Readiness program by changing the funding
calculation to the percent of students who qualify for federal free
lunch.

Literary Fund Diversions. Supplants an additional $13.4 million
GF the first year and $17.4 million GF the second year with Literary
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Fund revenues by funding a portion of teacher retirement and
social security SOQ costs. Uses $5 million each year for interest
rate subsidies.

Adopted Literary Fund Sources & Uses
($ in millions)

FY 2004 FY 2005 FY 2006
Adopted Revenues & Balances $213.2 $214.2 $203.5
Adopted Uses
Teacher Ret./Soc. Security $118.5 $131.9 $135.9
Technology Debt Service 55.0 64.5 62.2
Interest Rate Subsidy 2.9 5.0 5.0
School Construction Loans 0.0 0.0 0.0
Total Uses $176.4 $201.4 $203.1
Ending Balance $36.8 $12.8 $0.4

A listing, by locality, of estimated funding for FY 2005 Direct Aid to Public
Education is included as Appendix A and estimated funding for FY 2006 Direct Aid to
Public Education is included as Appendix B.
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Programs Funded Above the SOQ

Incentive-Based Programs

Lottery

At-Risk Add-On

Primary Class Size K-3
At-Risk Four Year Olds
Early Reading Intervention

School Construction
ISAEP

SOL Algebra Readiness
Technology

Categorical Programs

Vocational Education

Special Education: Homebound
Special Education: Hospitals
Special Education: Tuition
Special Education: In-service
Special Education: Jails

Adult Education
Foster Care
Alternative Education
Electronic Classroom
School Nutrition
Governor’s School
Adult Literary

Direct Grants

Southwest Education Consortium
Project Discovery

Southside VA Reg. Tech. Consort.
William King Reg. Arts Center
Jobs for Virginia Graduates

Small School Division Assistance
Mentor Teacher Program

Indian Children
Wolf Trap’s Early Learning Inst.
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Higher Education

The 2004-06 biennial budget, as adopted, provides a net increase of $268.2
million GF, or 10.1 percent, for higher education when compared to the adjusted
base budget. Almost two-thirds of the additional support is earmarked for “base
adequacy,” in an effort to close the gap in higher education base budget funding
identified by the Joint Subcommittee Studying Higher Education Funding
Policies. Other key funding priorities in the adopted budget include $31.0
million GF for a three-percent increase in faculty salaries in FY 2005, and $12.3
million GF to increase need-based student financial aid. In addition, included
separately under the Treasury Board, the adopted budget appropriates $9.1
million GF for debt service, which will allow institutions to acquire $108.8
million in academic technology and equipment through the Higher Education
Equipment Trust Fund.

Major GF Increases
(2004-06 Biennium, $ in millions)
Base Adequacy $175.8
3% Faculty Salary Increase in FY 2005 31.0
Need-Based Student Financial Aid 12.3
NVCC Medical Education Campus 9.4
One-Time Seed Money for Research 8.3
Tuition Assistance Grants (TAG) 7.0
Operation and Maintenance of New Facilities 5.6
Institute for Advanced Learning & Research 4.5
Program Enhancements at NSU and VSU 41
Critical Staffing for Cooperative Extension 2.5
Virtual Library of Virginia 2.1
Military Dependents’ Tuition Waiver 2.0
Operating Support for Other Higher Ed. Agencies 1.2
Brown v. Board of Education Scholarships 1.1
VCU Family Practice Programs 0.8
Technical and Other Adjustments _ 05
TOTAL $268.2
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. Base Adequacy. Provides $63.3 million GF the first year and $112.5
million GF the second year to begin addressing the base operating
needs at Virginia’s public colleges and universities. It is anticipated
that this additional GF support, in combination with estimated
nongeneral fund revenues over the biennium, will bring average
core funding for higher education institutions above 90 percent of
the funding levels recommended by the Joint Subcommittee
Studying Higher Education Funding Policies.

Base Adequacy Funding
(Allocations by Institution)

Institution FY 2005 FY 2006
Christopher Newport Univ. $1,987,100 $3,269,600
College of Wm. & Mary 1,336,600 2,096,300
George Mason University 4,500,900 7,557,400
James Madison University 3,543,600 7,170,600
Longwood University 1,969,600 3,572,100
University of Mary Washington 688,200 1,079,400
Norfolk State University 125,000 314,100
Old Dominion University 7,073,200 10,973,000
Radford University 2,997,600 5,243,100
Richard Bland College 63,000 63,000
University of Virginia 3,843,200 7,547,100
UVA - Wise 465,000 515,000
Virginia Commonwealth Univ. 7,202,100 15,097,900
Va. Community Colleges 22,000,200 38,039,200
Va. Institute of Marine Science 660,500 660,500
Virginia Military Institute 350,000 350,000
Virginia State University 358,100 659,400
Virginia Tech 4,182,700 8,257,300

TOTAL $63,346,700 $112,465,000

Note: Figures may not add due to rounding.
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Faculty Salary Increases. Provides $10.9 million GF in the first year for the
state share of a three-percent salary increase for all faculty, effective
November 25, 2005. Almost $20.1 million GF is provided in the second
year to cover the full annual cost of this salary increase.

Need-Based Student Financial Aid. Provides $6.2 million GF each year
for student financial assistance to address anticipated tuition increases
and to provide sufficient funding for all institutions to meet at least 35
percent of remaining student need.

Need-Based Student Financial Aid
(Allocations by Institution)

Institution FY 2005 FY 2006
Christopher Newport Univ. $496,400 $496,400
College of Wm. & Mary 116,600 116,600
George Mason University 421,900 421,900
James Madison University 265,600 265,600
Longwood University 253,200 253,200
University of Mary Washington 56,300 56,300
Norfolk State University 207,000 207,000
Old Dominion University 438,000 438,000
Radford University 656,600 656,000
Richard Bland College 9,800 9,800
University of Virginia 235,600 235,600
UVA - Wise 271,900 271,900
Virginia Commonwealth Univ. 598,000 598,000
Va. Community Colleges 1,400,200 1,400,200
Virginia Military Institute 27,800 27,800
Virginia State University 205,300 205,300
Virginia Tech 511,700 511,700

TOTAL $6,171,800 $6,171,800

Note: Figures may not add due to rounding.
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Northern Virginia Community College Medical Education Campus.
Adds $4.7 million GF and $1.9 million NGF each year to support the
hiring of faculty and staff needed to accommodate enrollment demand in
nursing and allied health training programs in Northern Virginia.

Seed Money for Research. Provides $8.3 million GF in the second year as
one-time seed money to enhance selected research programs at Virginia’s
public colleges and universities, based on recommendations from a
national review panel. In addition, language is included which allows the
Governor to transfer the second year funding to the first year if sufficient
funds are available.

Tuition Assistance Grants. Includes $3.3 million GF the first year and
$3.7 million GF the second year to increase the annual undergraduate
award from $2,210 to an estimated $2,500 in both years. Additional
funding will also be used to increase the annual graduate award from
$1,700 to an estimated $1,900 in both years.

Operation and Maintenance of New Facilities. Provides $2.1 million GF
and $1.7 million NGF the first year and $3.5 million GF and $2.3 million
NGF the second year for new Educational & General facilities coming on-
line in FY 2005.

Institute for Advanced Learning and Research. Provides almost $2.3
million GF each year to support operating costs associated with the
Institute for Advanced Learning and Research in Danville. The budget, as
adopted, also authorizes the Institute to purchase up to $1 million in
equipment the first year and $2.5 million in the second year through the
Higher Education Equipment Trust Fund.

Program Enhancements at Norfolk State University (NSU) and Virginia
State University (VSU). Includes a total of $4.1 million GF over the
biennium to enhance academic programs identified in the Accord between
the Commonwealth of Virginia and the U.S. Office of Civil Rights (OCR).

- Provides NSU with $517,000 GF the first year and $952,000 GF the
second year for new academic programs in engineering and
computer science.

- Provides VSU with $568,000 GF the first year and $615,000 GF the
second year to support the accreditation of its business and education
programs and to upgrade the campus telecommunications network.

- Provides $1.4 million GF to meet 100 percent of the required federal
match for cooperative extension at VSU by the end of the biennium.
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- Additional funding identified in the Accord is budgeted separately
through capital outlay. Specifically, the adopted budget includes a
total of $5.3 million GF for maintenance reserve at NSU and VSU, as
well as VCBA authorization totaling $3.0 million to improve
technology infrastructure at NSU.

Cooperative Extension Agents. Provides almost $1.3 million GF each year
to fund 23 critical extension positions. The cooperative extension division
of Virginia Tech will use these funds to fill positions in localities impacted
by previous budget reductions and to support priority agricultural
research initiatives.

Virtual Library of Virginia. Increases funding for the Virtual Library of
Virginia by $1.0 million GF in the first year and $1.1 million GF in the
second year. The Virtual Library of Virginia is a cost-sharing consortium
that allows Virginia’s colleges and universities to share in the purchase
and acquisition of library materials at lower rates. Additional funding
will be used to expand capacity for growing enrollments and to enhance
undergraduate and research materials.

Military Tuition Waivers. Provides $2.0 million GF the first year to offset
anticipated losses in tuition revenue associated with providing in-state
tuition rates to military dependents as provided in §23-7.4:2, Code of
Virginia. Accompanying language provides that the waiver shall be
limited to a period of one year so that students or their parents can
actively pursue Virginia residency status.

Brown v. Board of Education Scholarships. Provides $1.1 million GF in
the first year to support scholarships for students who were enrolled in
public schools in Virginia between 1954 and 1964 in jurisdictions where
schools were closed to avoid desegregation. Funding will be awarded to
eligible students who are interested in completing their high school
studies or pursuing postsecondary studies.

Operating Support for Other Higher Education Agencies. Increases base
operating support for higher education agencies that provide instruction
to Virginia students, including $200,000 GF each year for Roanoke Higher
Education Authority, $175,000 GF each year for the Southwest Virginia
Higher Education Center, and $175,000 GF each year for Eastern Virginia
Medical School.

VCU Family Practice Programs. Includes $400,000 GF each year to
partially restore reductions to the program made by the University in its
implementation of the across-the-board budget cuts imposed prior to the
2003 General Assembly session.
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Equipment Trust Fund. Authorizes the Virginia College Building
Authority to acquire $52.7 million in new academic computers and
equipment the first year and $56.2 million the second year through the
Higher Education Equipment Trust Fund. Amendments in the Treasury
Board provide $9.1 million GF and $2.4 million NGF in FY 2006 to support
the lease payments on these purchases.

Higher Education Equipment Trust Fund
(Allocations by Institution)

Institution FY 2005 FY 2006
Christopher Newport Univ. 590,000 590,000
College of Wm. & Mary 1,547,800 1,547,800
George Mason University 2,892,600 2,892,600
James Madison University 2,014,300 2,014,300
Longwood University 547,100 547,100
University of Mary Washington 634,400 634,400
Norfolk State University 1,023,800 3,023,800
Old Dominion University 3,482,500 3,482,500
Radford University 1,134,300 1,134,300
Richard Bland College 125,300 125,300
University of Virginia 9,360,000 9,360,000
UVA - Wise 267,300 267,300
Virginia Commonwealth Univ. 7,145,700 7,145,7
Va. Community Colleges 10,388,500 10,388,500
Va. Institute of Marine Science 478,300 478,300
Virginia Military Institute 817,700 817,700
Virginia State University 1,079,500 1,079,500
Virginia Tech 8,030,700 8,030,700
Southwest Va. Higher Ed. Ctr. 55,200 55,200
Roanoke Higher Ed. Ctr. 54,900 54,900
Institute for Advanced

Learning and Research 1,000,000 2,500,000
TOTAL $52,669,800 $56,169,800

Note: Figures may not add due to rounding.
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Public Service Centers. Removes $211,500 GF the first year and $378,000
GF the second year to continue the phase-out of general fund support for
public service centers at colleges and universities. The General Assembly
has indicated that general fund support for these centers should not
continue indefinitely, but be used as seed money while institutions pursue
philanthropic or other nongeneral fund sources to support their activities.

In addition to changes in funding, the General Assembly adopted several

changes in existing policy. A brief description of those actions follows:

Eastern Shore Tuition Assistance Program. Eliminates $18,700 GF the
first year and $68,000 GF the second year for this program, which
provides tuition assistance to residents of Virginia’s Eastern Shore who
attend college in Maryland. The program was established originally to
provide Eastern Shore students with access to higher education. Since
then, the Commonwealth has provided increased access to these students
through the development of Eastern Shore Community College and the
expansion of Old Dominion University’s TELETECHNET programs on
the Eastern Shore.

Virginia Women’s Institute for Leadership (VWIL). Reduces funding by
$150,000 GF the second year to begin phasing-out general fund support
for the program. Accompanying language clarifies that beginning with
the incoming class of 2005, VWIL students will become eligible for the
tuition assistance grant (TAG) program in lieu of receiving the VWIL
stipend. In addition, the Commonwealth will continue providing general
fund support for the program’s unique military activities.

Generalist Physician Initiative. Reduces funding by $207,900 GF, or 10
percent, in each year to reflect lower than anticipated outcomes on
performance criteria established by the General Assembly for the
generalist physician programs at Eastern Virginia Medical Center, the
University of Virginia, and Virginia Commonwealth University.

In addition to changes in general fund support, the adopted budget

provides for anticipated increases in nongeneral fund revenue and sets out a
policy for monitoring nongeneral fund increases, particularly for tuition and fees,

through budget language.

Tuition and Fee Policy. Returns authority for setting tuition and fees to
the institutions’ boards of visitors within the limits of the nongeneral fund
appropriation provided.
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Other Education

The 2004-06 budget, as adopted, provides a net increase of $3.8 million GF

for state museums and other educational entities. This net increase is the result
of $4.5 million in GF increases offset by $686,000 in GF reductions. Although
most of the proposed changes are technical in nature, the adopted budget
includes targeted increases in general fund support for the Jamestown-Yorktown
Foundation and the Virginia Commission for the Arts. In addition, the budget
supplants general fund support at the Library of Virginia with nongeneral funds.

Jamestown-Yorktown Foundation

- Increased operating support. Provides $200,000 GF and $150,000
NGF the first year and $315,000 GF and $665,000 NGF the second
year for increased operating costs associated with the museum'’s
expanded programs. Provides a total of seven positions for the
biennium to support museum operations.

- Operation of new facilities. Provides $1.0 million GF and $136,000
NGEF in the first year and $1.2 million GF and $93,000 NGF in the
second year plus seven positions for the biennium to support the
operation and maintenance of new facilities coming on-line.

Virginia Commission for the Arts

- Grants for the Arts. Adds $210,000 GF the first year and $430,000
GF the second year for grants awarded by the Commission.

Science Museum of Virginia

- Science Museum of Western Virginia. Adds $100,000 GF each year
for the development of a collaborative program between the
Science Museum of Virginia and the Science Museum of Western
Virginia.

Library of Virginia

- State Records Center. Supplants $115,000 GF in the first year and
$185,000 GF in the second year with nongeneral funds derived
from existing service fees charged by the State Records Center.
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Finance

The 2004-06 budget, as adopted, for the Office of the Secretary of Finance
includes a total biennial appropriation of slightly more than $1.1 billion, or 14.8
percent more than this secretariat’s existing adjusted operating appropriations.
Included within this biennial appropriation is $462.4 million the first year and
$593.4 million the second year from the general fund, representing an increase in
general fund support of $41.6 million the first year and $176.3 million the second
year offset by reductions totaling $7.5 million the first year and $11.3 million the
second year.

Among the new general fund spending included within the
appropriations made to the agencies assigned to the Office of Finance is $87.0
million for deposit into the Revenue Stabilization Fund, $83.7 million in
additional debt service for bonds issued by the Commonwealth, $22.3 million to
continue computer equipment leases needed by the Department of Taxation, $6.0
million in increased state aid to localities, and $5.6 million in funding for Line of
Duty Act payments. Reductions in the Finance secretariat include: $8.2 million
from level funding local ABC profit and wine tax distributions, $5.0 million from
the refunding of previously issued bonds, $2.4 million from instituting an
equipment fee for out-of-state students, $1.2 million from adjustments made to
the federal debt set-off program, and $1.2 million in position reductions at the
Department of Taxation.

In addition, one of the more notable actions taken in the Finance
secretariat is the transfer of $57.7 million each year from the Department of
Accounts to a new sub-agency called “Department of Accounts Transfer
Payments.” Among the items that will be included in this new sub-agency are
aid-to-locality payments, Virginia Education Loan Authority Reserve Fund
payments, Line of Duty Act payments, and deposits to the Revenue Stabilization
Fund. The creation of this new sub-agency is designed to delineate the
Department of Accounts” operating and non-operating activities.

. Department of Accounts

- Provide Staff for Financial Control Functions. Provides $100,000
GF and two positions the first year and $200,000 GF and an
additional position the second year to strengthen the agency’s
financial control functions.

- Reduce Schedule for Updating the Financial Information
Downloading System (FINDS). Reduces the agency’s
appropriations by $25,000 GF each year by reducing the schedule
for FINDS updates from daily to weekly. The FINDS system is
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used by many agencies to keep track of their budget and
expenditures.

Eliminate Printed Reports. Reduces the agency’s appropriations
by $40,000 GF in both years through the elimination of printed
reports. Agencies may continue to access these reports through the
Internet, but will be required to print the reports on their own local
printers.

Create New Sub-Agency for Transfer Payments. Decreases the
agency’s appropriations by $55.7 million GF and $2.0 million NGF
each year and transfers those amounts to a new sub-agency titled
“Department of Accounts Transfer Payments.” The programs to be
transferred by this action include: Financial Assistance to
Localities, the Virginia Education Loan Authority Reserve Fund,
and Line of Duty payments. The proposal will better delineate
those activities over which the department has direct control and
those activities it simply administers. This proposal is analogous to
the establishment of the Treasury Board as a sub-agency within the
Department of the Treasury.

Submit Revenue and Expenditure Reports. Requires the submission
of monthly and year-end revenue and expenditure reports to the
Chairmen of the House Appropriations and Senate Finance
Committees in an interactive electronic format. The agency is to
submit these reports to the chairmen within 48 hours of their initial
development.

. Department of Accounts Transfer Payments

Create New Sub-Agency for Transfer Payments. Increases this new
agency’s appropriations by $55.7 million GF and $2.0 million NGF
each year. This proposal creates a new sub-agency within the
Department of Accounts for transfer payments, including: aid-to-
locality payments, Virginia Education Loan Authority Reserve
Fund payments, Line of Duty payments, and deposits to the
Revenue Stabilization Fund. The proposal will better delineate
those activities over which the Department of Accounts has direct
control and those activities it simply administers.

Provide for Rainy Day Fund deposit. Includes $87.0 million the
second year from the general fund for a supplemental deposit to
the Revenue Stabilization Fund. Following this supplemental
deposit, the total balances contained in the Revenue Stabilization
Fund are projected to be $450 million.
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Provide Permanent Funding for Line of Duty Act Payments.
Provides $2.5 million GF in the first year and $3.1 million GF in the
second year to support the payment of death benefits and health
insurance benefits to deceased or disabled public safety officers and
their families.

Adjust Aid to Localities Program Appropriation. Provides $2.4
million GF the first year and $3.6 million GF the second year for
distribution of alcoholic beverage control profits, wine taxes, rolling
stock taxes, recordation taxes, and Tennessee Valley Authority
payments to localities. These additional amounts are based upon
revised forecasts submitted by the Department of Alcoholic
Beverage Control and the Department of Taxation.

Level Fund Distribution of ABC Profits. Produces general fund
savings of $3.1 million the first year and $4.3 million the second
year by level funding the distribution of profits from the sale of
alcoholic beverages to localities at the FY 2004 level.

Level Fund Distribution of Wine Taxes. Produces general fund
savings of $450,000 the first year and $450,000 the second year by
level funding the distribution of wine taxes to localities at the FY
2004 level.

Department of Planning and Budget

Economic Contingency Transfer. Provides $300,000 GF each year to
offset the department’s costs of supporting the Council on
Virginia’s Future.

Fund Staffing Needs. Provides $295916 GF the first year and
$322,824 GF the second year to fill four vacant staff positions.
These staff will be needed to address workload increases associated
with initiatives such as the Six-Year Capital Outlay Plan, the
Council on Virginia’s Future, and the Taxpayer’s Budget Bill of
Rights.

Merge Commonwealth Competition Council into Agency.
Transfers $250,000 NGF and 2 positions each year from the
Commonwealth Competition Council to the department. The
department will assume responsibility for providing staff to
support the Commonwealth Competition Council’s members. The
nongeneral fund appropriation provided to the department will be
supported by savings generated from the council’s
recommendations.
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Department of Taxation

Fund Partnership Continuation Costs. Provides $11.4 million GF
the first year and $10.9 million GF the second year to assume the
on-going costs of acquiring, maintaining, and refreshing the
hardware, software, and annual maintenance contracts initially
supported by the proceeds of a public-private partnership between
the agency and American Management Systems, Inc.

Previously, the leases for the department’s hardware, software, and
annual maintenance costs were supported by a Technology
Partnership Fund. This fund was comprised of the additional
revenue collected by the agency as the result of the enhancements
to its operations produced by the partnership with American
Management Systems, Inc. However, this partnership is scheduled
to terminate on July 1, 2004. It is expected that an additional $52.6
million in revenue will flow into the general fund beginning in FY
2005.

Reduce Technology Partnership Fund Appropriation. Reduces the
agency’s appropriations by $25.3 million NGF the first year and
$26.3 million NGF the second year to account for the estimated
final payments due in FY 2005 and FY 2006 to American
Management Systems, Inc. The source of the payments is balances
in the Technology Partnership Fund. With the exception of these
estimated final payments, the Technology Partnership Fund will
terminate on July 1, 2004.

Eliminate Tax Amnesty Program Funding. Reduces the agency’s
general fund support by $579,499 and 12 positions each year. This
action accounts for the successful conclusion of the department’s
Tax Amnesty Program. Initially, the General Assembly approved
90 positions to support the tax amnesty program and the agency’s
ongoing tax compliance efforts. Despite this reduction, the agency
still maintains 78 of the positions approved by the General
Assembly in 2003.

Establish Nongeneral Fund Voluntary Contribution Appropriation.
Recommends the appropriation of $50,000 NGF each year to
support the agency’s administration of the voluntary contributions
program. The voluntary contributions program provides the
opportunity to taxpayers to include amounts on their tax returns
for various purposes. The Code of Virginia currently permits the
department to retain five percent of the contributions made by
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taxpayers up to $50,000 each tax year for the administration of this
program.

Reduce Warehouse Space. Reduces the agency’s appropriations by
$100,000 GF each year to account for a reduction in the total square
footage of storage space rented by the agency due to the
department’s increasing ability to store documents electronically.

Adjust Federal Debt Setoff Program Funding. Provides for a
reduction of $614,887 GF in each year to capture savings from
increased efficiencies in the federal debt setoff program.

J Department of the Treasury

Fund Ruffin Wrongful Incarceration Claim. Provides $850,350 the
first year from the general fund to compensate Julius Earl Ruffin for
having served 21 years in prison for a crime he did not commit.
Included in this compensation package is a lump sum payment of
$325,000 and $525,350 to purchase a 30-year, $900,000 annuity.

Provide Funding for the Administration of the Security for Public
Deposits Act. Provides $97,500 NGF and one position for the
administration of the Security for Public Deposits Act (SPDA).
SPDA requires financial institutions holding public deposits to
secure those deposits by pledging collateral worth fifty percent of
the deposits. In many states, however, financial institutions are
required to pledge 100 percent of public deposits’ value as
collateral. Given the smaller pledge required by the department,
financial institutions have agreed to pay a fee to support the
agency’s administration of this program, which centralizes and
standardizes the regulations with which financial institutions must
comply to secure public deposits statewide. The fee will reportedly
be one-half of one basis point, capped at $125,000, with a minimum
charge of $25.

Study the Development of a State-Owner Controlled Insurance
Program for State Construction Projects. Provides $100,000 NGF
the first year to study the development of a self-insurance program
for state construction projects. Based upon insurance industry
research, a self-insurance program could reduce the total costs of a
construction project by one to three percent by eliminating the need
for individual contractors to procure their own insurance. The self-
insurance program could also eliminate the need for litigation
between the various insurance companies representing different
contractors working on a project when losses occur.
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Enhance Unclaimed Property System. Provides $100,000 NGF each
year to upgrade the unclaimed property system. Upgrading the
system will permit the department to, for the first time, begin
liquidating about $12.4 million in mutual fund accounts. Due to
problems associated with the agency’s current database
information system, the agency is not able to accurately account for
detailed mutual fund transactions at the owner level. Futhermore,
the current database information system requires a high degree of
manual intervention to extract the names of unclaimed property
holders for publication in newspapers. Given a new system, the
agency reports it will be able to make the mutual funds’ entire
value of $12.4 million available to the Literary Fund.

Increase Staff for Unclaimed Property. Provides $76,542 NGF and
two positions in the first year and $78,956 NGF the second year to
reduce a backlog in the processing of unclaimed property inquiries
and resulting claims. Currently, the department’s staff require
eight weeks to process an inquiry about unclaimed property from
initial contact to successful payment. Prior to FY 2003, the
timeframe for making successful payment from initial contact was
30 days. The source of the nongeneral fund dollars supporting this
proposal is proceeds from unclaimed property.

Reduce Printing of State Employee Earnings Notices. Reduces the
agency’s appropriations by $45,000 GF in the second year to
account for a reduction in the number of printed earnings notices.
Because state employees will continue to be able to access earnings
notice information through the Department of Accounts” web-
based Payline system, the proposal reports state employees will be
“encouraged” to make better use of that system. Nevertheless,
those employees that choose to do so will still be permitted to
obtain the printed notices.

Reduce Printing of Payroll Checks by Increasing Participation in
Direct Deposit. Reduces the agency’s appropriations by $17,500 GF
the second year to account for a reduction in the number of payroll
checks issued to state employees due to participation in the direct
deposit program.

Increase Use of Electronic Funds Transfer for Payments. Reduces
the agency’s appropriations by $64,404 GF in the second year to
account for a reduction in the number of checks printed and mailed
to vendors for goods and services purchased by the
Commonwealth. The department will continue to work with the
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Department of Accounts to encourage state agencies to use
electronic funds transfers for payments instead of printed checks.

Eliminate Funding for Systems Design and Development. Reduces
the agency’s appropriations by $1.2 million NGF each year to
account for the completion of a new risk management system. The
system has been developed and is in operation.

Realign Positions to Reflect Funding Sources. Provides for a
reduction of four general fund positions and a corresponding
increase of four nongeneral fund positions to better reflect the
source of funding for those positions.

Report on Constitutional Officer Insurance Program. Requires the
department to report its recommended liability insurance
premiums for the constitutional officers and regional jails included
in the VARIisk program to the Governor and General Assembly by
September 1, 2005. This report is to also contain information about
the program’s administrative costs, the number of settlements
approved in the previous fiscal year, and any actions the
department has taken to reduce the costs of this program.

Treasury Board

Revised Debt Service Schedule. Includes an increase of $15.9
million GF the first year and $34.6 million GF the second year to
account for changes in debt service requirements on previously
issued or authorized obligations.

Debt Service Increase. Provides $2.4 million GF the first year and
$19.3 million GF the second year for debt service payments on
bonds of the Virginia College Building Authority and the Virginia
Public Building Authority to be issued for new projects included in
the adopted budget. An interest rate of 5.10 percent was assumed
on these 20-year bonds. Of the amounts proposed, $1.5 million the
first year and $10.1 million the second year is assumed to finance
the State Agency Radio Systems (STARS).

Higher Education Equipment Trust Fund Debt Service. Provides
$9.1 million GF and $2.4 million NGF in the second year for short-
term lease costs to purchase $52.7 million in equipment the first
year and $56.2 million in equipment the second year through the
Higher Education Equipment Trust Fund program. Included in
these equipment purchases is $1.0 million in equipment the first
year and $2.5 million in equipment the second year for the Institute
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for Advanced Learning and Research in Danville. The source of the
nongeneral fund dollars will be increased tuition and fees imposed
on out-of-state students attending Virginia’s public colleges and
universities. Language allocates this $2.4 million in nongeneral
fund revenue to each public college and university.

Refunding of Previous Bond Issuances. Reduces appropriations by
$2.5 million GF each year to reflect savings generated from the
projected refunding of Virginia Public Building Authority bond
issues carried out to take advantage of lower interest rates.

Debt Service Decrease. Proposes a $3.3 million NGF decrease each

year due to the retirement of two Virginia Public Building
Authority bonds.
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Health and Human Resources

The 2004-06 adopted budget for Health and Human Resources (HHR)
provides a net increase of $341.8 million GF and $1.7 billion NGF for the
biennium when compared to the adjusted appropriation for current operations.
This total reflects new spending of $402.9 million GF and $1.7 billion NGF offset
by reductions of $61.2 million GF and $14.3 million NGF.

Eighty percent of the net increase in GF appropriations is required to meet
caseload and cost increases, comply with federal and state mandates, and offset
nongeneral fund revenue losses. In addition, $77.3 million GF is included to
address the U.S. Supreme Court’s Olmstead decision by increasing and
strengthening community-based services for mentally disabled persons (see the
table on “Olmstead Initiatives in the 2004-06 Budget” at the end of this section).

Medical inflation and increasing numbers of low-income families, elderly,
and disabled in the Medicaid program require the addition of $694.2 million in
state funding during the 2004-06 biennium. Approximately $609.4 million of this
additional funding needed for the program will come from the newly created
Virginia Health Care Fund and $84.8 million is provided by the state general
fund.

Funding the Forecast of
Medicaid Utilization and Inflation
(2004-06 Biennium)

Virginia Health Care Fund $609.4 million
GF Appropriation $84.8 million
Medicaid Forecast $694.2 million

The Virginia Health Care Fund will be used solely for health care services
and is comprised of revenues from the current cigarette tax, the 40 percent
general fund share of the Tobacco Master Settlement Agreement, and all prior-
year Medicaid recoveries. Additional revenues to the fund are expected from the
enactment of House Bill 5018, which increases the state cigarette tax from 2.5
cents per pack to 20 cents per pack effective September 1, 2004, and 30 cents per
pack on July 1, 2005. House Bill 5018 also imposes a 10 percent tax at the
wholesale level on other tobacco products such as cigars, pipe smoke, and
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smokeless tobacco, on March 1, 2005. This tax revenue will also accrue to the
Virginia Health Care Fund.

Other caseload and cost increases account for added funding of $106.7
million GF. The rising cost of serving at-risk youth, entitled to care under the
Comprehensive Services Act (CSA), requires $46.8 million GF. An additional
$31.3 million GF is needed for growth in the number of low-income children
eligible for FAMIS and FAMIS-Plus, the state children’s health insurance
program. Growth in the number and cost of serving children entitled to foster
care and subsidized adoptions requires $25.5 million GF. Finally, an additional
$3.1 million GF is proposed for increases in involuntary mental commitments.

Federal and state mandates and other requisite spending items account for
additional funding of $81.0 million GF. This includes $29.6 million to offset a
reduction in revenue at state hospitals, $20.7 million to satisfy federal funding
requirements for the TANF block grant program, and $13.8 million to backfill
funding from unrealized Medicaid revenue maximization initiatives. Also
provided is $7.2 million for the civil commitment and treatment of violent sexual
predators, and $650,000 to monitor and treat sex offenders conditionally released
by the courts into the community. Finally, the total includes $506,250 GF to
support workload increases in determining eligibility for Medicaid disability
services in the Department of Rehabilitative Services, and $1.8 million GF for
contractual costs to administer the federally mandated Electronic Benefits
Transfer System for food stamps.

Olmstead Initiatives in the 2004-06 Budget

Description of Initiatives Funding GF

Provide community-based mental retardation (MR) waiver  $31.7 million
services to 700 individuals on the “urgent care” waiting list

Discharge 77 long-term mentally disabled patients from state $9.0 million
facilities and provide them with specialized treatment services

Provide community-based MR waiver services to 160 $6.7 million
individuals who are ready for discharge from the state’s MR

training centers

Provide a rate increase for MR waiver service providers $5.2 million
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Add three programs of assertive community treatment for
mentally ill adults

Increase community mental health services for children and
adolescents with serious emotional and behavioral disorders

Provide community-based developmental disabilities waiver
services for 105 individuals waiting for services

Provide a five percent rate increase for personal care service
provided under Medicaid community-based waiver services

Provide community-based Day Support waiver services for
300 individuals on the “non-urgent” waiting list

Expand the purchase of short-term inpatient mental health
treatment beds at local community hospitals

Expand brain injury services statewide

Fund early intervention services for infants and toddlers
through the Part C program

Add five new Public Guardian and Conservator Programs to
serve disabled adults

Restore funding provided to centers for independent living

Increase services provided through community rehabilitation
workshops

Hire two licensing specialists to enroll qualified service
providers and monitor the quality of services provided

TOTAL

$4.6 million

$4.0 million

$3.6 million

$3.0 million

$2.9 million

$2.0 million

$1.9 million

$1.5 million

$360,000

$320,000

$300,000

$200,000

$77.3 million

Almost 75 percent of the Health and Human Resources budget savings
(about $45.5 million GF) comes from Medicaid cost avoidance and cost

containment initiatives. Significant budget reductions include:
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- $28.0 million GF in savings from efforts to reduce teaching hospital
reliance on general funds for indigent care;

- $10.3 million GF from reducing pharmacy program costs by
implementing a maximum allowable cost program to contain
generic drug costs;

- $3.5 million GF in CSA savings through better utilization of
Medicaid, offsetting the need for general fund support;

- $3.4 million GF by reducing administrative funding for a disease
management program and implementing the program on a more
limited basis to test its ability to enhance patient care and control
costs;

- $2.3 million GF by realizing savings from moving AIDS waiver
program patients to the elderly and disabled waiver program and
eliminating their case management services; and

- $1.0 million GF from imposing or increasing co-payment
requirements for Medicaid services when permitted by federal law.

Comprehensive Services Act (CSA) for At-Risk Youth and Families

- Increased Cost of Mandatory Services. Adds $18.9 million GF and
$21.6 million NGF the first year and $27.9 million GF and $27.0
million NGF the second year for the increased costs of serving
children mandated for care under CSA. Spending growth for CSA
over the biennium is projected to be slightly less than in recent
years, averaging about 10 percent in FY 2005 and 7.3 percent in FY
2006.

- Technical Assistance for CSA Medicaid Providers. Reduces $1.3
million GF in FY 2005 and $2.3 million GF in FY 2006 to recognize
projected savings from better use of Medicaid funding for CSA
services, coverage of a broader array of residential treatment
services through the Medicaid program, and a decrease in
Medicaid payment denials.

- Collection of Parental Co-payments in CSA. Adds language
strengthening the ability of localities, with assistance from the
Office of Comprehensive Services, to pursue collection action when
a parent or guardian fails or refuses to pay an agreed upon parental
co-payment in a timely manner.
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Virginia Department for the Aging

Restore Services to Area Agencies on Aging. Adds $750,000 GF in
FY 2005 and $850,000 GF in FY 2006 to local area agencies on aging
(AAAs) to restore services that were eliminated when funding was
reduced by $1.4 million each year in the 2002-04 budget. Funds
may be used to address unmet need for in-home services,
transportation, care coordination, home-delivered meals, and
congregate dining as determined by local AAAs.

SeniorNavigator Web-based Aging Information System. Provides
$250,000 GF in FY 2005 and $100,000 GF in FY 2006 for operational
support of SeniorNavigator, a statewide web-based aging
information system that provides information about available
services for seniors, families, and caregivers. @A companion
amendment in Central Appropriations provides an additional
$150,000 GF bringing the total funding for SeniorNavigator to
$250,000 in FY 2006.

Expand Public Guardian and Conservator Program. Provides
$110,000 GF in FY 2005 and $250,000 GF in FY 2006 to establish five
new Public Guardian and Conservator Programs in unserved areas.
Currently, nine programs operate throughout the state and serve
elderly and disabled adults who have no family or friends able to
provide guardian services. Funding for this program is part of the
Olmstead initiative.

J Department of Health

Anticipated Federal Funds for Public Health Activities. Provides
$20.1 million NGF in FY 2005 and $21.2 million NGF in FY 2006 for
anticipated federal grants for cancer prevention and control,
hospital preparedness activities, and the AIDS Drug Assistance
Program.

Offset GF with NGF for Emergency Medical Services System.
Reduces general fund support for EMS by $3.2 million each year
and provides $10.4 million NGF each year from a portion of the
additional $2 surcharge on motor vehicle registrations passed
during the 2002 General Assembly ($4-for-Life).

Substitute $4-for-Life Funds for GF Support for Med-flight
Operations. Provides $1.0 million NGF each year from the EMS $4-
for-Life funds to replace the general fund support for State Police
med-flight operations.
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Federal Funds for the Violent Death Reporting System. Provides
$414,659 NGF each year in federal funds for the development and
maintenance of a National Violent Death Reporting System. These
funds will be received by the Office of the Chief Medical Examiner.

Allow Area Health Education Centers to Leverage Federal
Medicaid Funds. Language is added to allow the Area Health
Education Centers (AHECs) to use existing funds to match federal
Medicaid funds available for the recruitment, retention and practice
support of Medicaid providers in medically underserved areas or
areas with medically underserved populations. In addition, local
and private funds available to AHECs can be used to match federal
Medicaid funds available for provider education, health promotion,
and Medicaid outreach and enrollment.

AHEC Cash Match for State Funding. Language is also added to
require AHECs to match 100 percent of the funds received from the
state for their activities. In the past, AHECs were required to match
only 50 percent of the funding received from the state.

Supplant Vital Records GF Operational Support With Vital
Statistics Automation Fee Revenue. Reduces operational support
of the Office of Vital Records and Health Statistics by $967,904 GF
each year and substitutes a portion of the fees collected for the Vital
Statistics Automation Fund. Currently the State Registrar collects a
fee, not to exceed ten dollars, for a certified copy of a vital record or
for a search of the files or records when no copy is made. Four
dollars of this fee is deposited into the Vital Statistics Automation
Fund for the automation of vital records and statistics information.
The adopted budget redirects $2.00 of the automation fee for the
Office’s operations.

Vital Records Fee Increase. Adds budget language requiring the
current vital records fee to increase from $10.00 to $12.00 on July 1,
2004. Fee revenues are generated from requests for certified copies
of a vital record or a search of the files or records when no copy is
made. Revenues from the increase, estimated at $890,000 each year,
will be transferred to the general fund to offset state health care
expenditures.

Transfer Wastewater Activities to DEQ. Transfers $552,006 GF
and seven FTE positions each year to the Department of
Environmental Quality for the regulation of sewage treatment
plants pursuant to Chapter 614, 2003 Acts of Assembly.
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Case Management for Obstetrical Services. Provides $100,000 GF
each year for case management services in communities that have
lost obstetrical services. Services may include clinic visits, home
visiting services, and other services to promote safe and healthy
deliveries and infant care.

Medication for People with Tuberculosis. Adds $50,000 GF each
year for prescription drugs for individuals who have tuberculosis
but who do not qualify for free or reduced drugs and who do not
have adequate income or insurance coverage to purchase the
required medication. It is estimated that 100 individuals with
tuberculosis each year will receive services with this funding.

Expand Statewide Pharmacy Connection Program. Adds $125,000
GF each year to expand access to prescription drugs statewide
through the Pharmacy Connection Program administered by the
Virginia Health Care Foundation.

Virginia Health Care Foundation/Rx Partnership Program.
Provides $75,000 GF each year to the Virginia Health Care
Foundation to maintain and operate the Rx Partnership, a virtual
warehouse that will be used to solicit and distribute free
prescription drugs from pharmaceutical manufacturers to low-
income Virginians.

Department of Health Professions

Enforcement and Adjudication Costs. Adds $2.2 million NGF in FY
2005, $2.3 million NGF in FY 2006, and 27 positions to implement
additional investigations, enforcement, and adjudication of
misconduct by doctors of medicine, podiatry, and osteopathy.
These additional efforts are related to the passage of Chapter 762,
2003 Acts of Assembly, which lowered the disciplinary standard of
proof from gross negligence to simple negligence for misconduct
by these health practitioners.

Leverage Medicaid for CNA Regulatory Program. Adds language
allowing the department to transfer the revenue generated from
Certified Nurse Aide (CNA) fees to the Department of Medical
Assistance Services to be matched by federal Medicaid funds.
These combined funds would then support the CNA regulatory
program.
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Department of Medical Assistance Services (DMAS)

Increase for Medicaid Utilization and Inflation. Fully funds the
expected increases in enrollment and costs for the Medicaid
program. Projected growth in Medicaid can be attributed to
increasing enrollment, especially among children and families, and
the rising costs of nursing home placements, managed care
payments, mental retardation waiver services, and prescription
drugs. The Medicaid program is expected to grow by 7.6 percent
the first year and 8.8 percent the second year, requiring additional
state funding of $265.2 million in FY 2005 and $429.0 million in FY
2006 to maintain current services for eligible persons.

These additional Medicaid utilization and inflation costs are
funded from the general fund and the Virginia Health Care Fund
(VHCF). The VHCF will be used solely for health care services and
is comprised of current revenues from the cigarette tax, the 40
percent general fund share of the Tobacco Master Settlement
Agreement, and prior-year Medicaid recoveries. In addition, $308.9
million from an increase in the cigarette tax -- from 2.5 cents per
pack to 20 cents per pack on September 1, 2004, and 30 cents per
pack on July 1, 2005 -- and increases in other tobacco products taxes
will be deposited into the fund over the biennium.

During the 2004-06 biennium, the VHCF will provide a total of
$609.4 million for the Medicaid program, diminishing the need for
an additional general fund appropriation to fully fund the
forecasted need for Medicaid utilization and inflation.
Consequently, the budget proposes a net increase of $84.8 million
GF for the biennium.

Medicaid Low-Income Children Caseload Growth (FAMIS Plus).
Provides $8.1 million GF and $14.2 million NGF in FY 2005 and $8.4
million GF and $15.6 million NGF in FY 2006 for caseload growth
in Medicaid-eligible low-income children living in families with
incomes between 100 and 133 percent of the federal poverty level.
The federal government matches Medicaid service expenditures for
these children at the same rate as that provided for the Family
Access to Medical Insurance Security (FAMIS) program (about 65
percent). Enrollment of these children in FAMIS Plus is expected to
grow by 8 percent in FY 2005 and 6.7 percent in FY 2006, totaling
about 28,400 children by the end of FY 2006.

FAMIS Caseload Growth. Provides $6.2 million GF and $10.1
million NGF in FY 2005 and $8.6 million GF and $16.0 million NGF
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in FY 2006 for caseload growth in the FAMIS program. FAMIS
enrollment has grown by about 14 percent in the past year, and
enrollment is expected to continue growing significantly due to
expanded outreach efforts. As of June 1, 2004 the program served
about 36,658 children. Enrollment in FAMIS is expected to slow to
8 percent in FY 2005 and 7.4 percent in FY 2006. By the end of the
FY 2004-06 biennium, the program is expected to serve about 46,000
children.

Restore General Fund Support for Unrealized Revenue
Maximization Initiatives. Adds $6.9 million GF and reduces $6.9
million NGF each year to account for unrealized revenue
maximization strategies. Ongoing savings strategies assumed in
the base budget to maximize federal Medicaid revenue did not
materialize as expected and will probably not be feasible in the
2004-06 biennium.

Medicaid Provider Rate Increases

(GF only)
FY 2005 FY 2006 Biennium

Nursing Homes - $9,740,987 $9,740,987
Inpatient Hospital Services - $9,125,000 $9,125,000
Mental Retardation Waivers $500,000 $4,700,000 $5,200,000
Personal Care - $3,000,000 $3,000,000
Neo-natal Intensive Care Unit $750,000 $750,000 $1,500,000
(NICU) Hospitals with High

Medicaid Utilization

Pharmacy Dispensing Fee - $869,249 $869,249
Emergency Room Physicians $140,302 $148,719 $289,021
TOTAL $1,390,302 $28,333,955 $29,724,257

Increase Nursing Facility Reimbursement. Provides $9.7 million
GF and $9.7 million NGF in FY 2006 to increase nursing facility
reimbursements by $3.00 per day.
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Increase Inpatient Hospital Reimbursement. Provides $9.1 million
GF and $9.1 million NGF in FY 2006 to increase inpatient hospital
reimbursements by modifying a payment adjustment factor used in
calculating the state’s reimbursement. Currently, the payment
adjustment factor discounts 28 percent of allowable hospital
inpatient costs, thus reimbursing hospitals for about 72 percent of
their costs. This added funding would allow the department to
decrease the discount to 25 percent, resulting in increased
reimbursements covering 75 percent of allowable costs for hospital
inpatient services.

Rate Increase for Mental Retardation Waiver Services. Adds
$500,000 GF and $500,000 NGF for a modest rate increase on July 1,
2004 and $4.7 million GF and $4.7 million NGF for a three percent
increase on July 1, 2005, for services provided under the home- and
community-based mental retardation waiver program.

Medicaid Reimbursement for Personal Care Services. Provides $3.0
million GF and $3.0 million NGF in FY 2006 for a five percent rate
increase for personal care services provided under community-
based Medicaid waiver programs such as the elderly and disabled
waiver. Personal care rates paid to providers will increase from
$13.38 to $14.05 per hour in northern Virginia and $11.36 to $11.93
per hour in the rest of the Commonwealth.

Enhanced Payments for Hospitals with High-Volume Medicaid
Neonatal Intensive Care Unit (NICU) Births. Provides $750,000 GF
and $750,000 NGF each year for an additional payment to hospitals
for which Medicaid recipients account for more than one-half of all
neonatal intensive care births at the facility. The enhanced
payments will be proportionally distributed to hospitals based on
each hospital's share of NICU Medicaid patient days.

Restore Pharmacy Dispensing Fees for Generic Drugs. Provides
$869,249 GF and $869,249 NGF in FY 2006 for a 25-cent increase in
the pharmacy-dispensing fee -- from $3.75 to $4.00 per prescription
per month -- for generic drugs dispensed through the Medicaid
program. This increase restores one-half of the reduction for
generic drugs that was included in the 2002-04 budget.

Emergency Room Physician Payments. Allocates $140,302 GF and

$140,302 NGF in FY 2005 and $148,719 GF and $148,719 NGF in FY
2006 for a two percent rate increase for emergency room physicians
effective July 1, 2004.
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Medicaid Community-Based Waiver Increases

(GF Only)

Program # of Slots  FY 2005 FY 2006 Biennium
Mental Retardation (MR) 700 $13,500,000 $18,200,000 $31,700,000
Waivers (community)
MR Waivers (Discharges 160  $2,666,667 $4,000,000 $6,666,667
from MR Training enters)
Developmental Disabilities 105 $1,478,089 $2,159,675  $3,637,764
(DD) Waiver
Day Support Waivers 300 - $2,918,700 $2,918,700
TOTAL 1,265 $17,644,756 $27,278,375 $44,923,131

Add 700 Mental Retardation (MR) Waiver Slots for Community
Residents. Adds $13.5 million GF and $13.5 million NGF in FY
2005 and $18.2 million GF and $18.2 million NGF in FY 2006 for 700
new community-based mental retardation waiver slots to address
the urgent care waiting list. Language is also added requiring the
Department of Medical Assistance Services, with assistance from
the Department of Mental Health, Mental Retardation and
Substance Abuse Services, to determine the capacity of the MR
waiver system to absorb an additional 180 MR waiver slots in FY
2006.

Add 160 Mental Retardation Waiver Slots for Discharge of
Residents from Mental Retardation Training Centers. Includes
$2.7 million GF and $2.7 million NGF in FY 2005 and $4.0 million
GF and $4.0 million NGF in FY 2006 to allow 160 individuals who
are currently residing in mental retardation training centers to be
discharged and placed into a less restrictive setting in the
community. The additional waiver slots are estimated to cost
$25,000 GF each. Funding for this program is part of the Olmstead
initiative.

Add 105 Developmentally Disabled Waiver Slots. Provides $1.5
million GF and $1.5 million NGF in FY 2005 and $2.2 million GF
and $2.2 million NGF in FY 2006 for 105 additional slots for the
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Medicaid waiver program serving developmentally disabled
persons, including those with cerebral palsy, autism, and epilepsy.
The additional funds will increase the number of waiver slots from
323 to 428. Funding for this program is part of the Olmstead
initiative.

Add 300 Day Support Waiver Slots. Provides $2.9 million GF and
$2.9 million NGF in FY 2006 for 300 new Day Support waiver slots
to meet the needs of individuals who are not considered to be
urgent candidates. Day support is the primary request of
individuals seeking MR waiver services. The provision of day
support services will enable individuals to retain and enhance their
independent living skills, provide respite care for caregivers, and,
ideally, delay the need for more intensive MR waiver services.

Involuntary Mental Commitments. Adds $1.1 million GF in FY
2005 and $2.0 million GF in FY 2006 to fully fund hospital and
physician services resulting from involuntary mental commitments.

Preferred Drug List (PDL) Program — Defer Certain Drug Classes.
Restores $2.5 million GF and $2.5 million NGF in FY 2005 to delay
the inclusion of antidepressants and antianxiety medications used
for the treatment of mental illness on the PDL for one year. Budget
language is added requiring the Department to provide a plan for
including the medications on the list that (1) minimizes adverse
impacts on consumers, (2) ensures appropriate provider education
to promote effective prescribing practices that are medically
indicated, and (3) ensures that inclusion is evidence-based,
clinically efficacious and cost-effective.

Medicaid Effect — Auxiliary Grant Program Increase. Provides
$991,219 GF and $991,219 NGF in FY 2006 for 140 Medicaid
recipients who are expected to become eligible for the program as a
result of an increase in the monthly Auxiliary Grant program
payment.

Medicaid Dental Services Carve-Out. Adds $300,000 GF and
$300,000 NGF in FY 2005 to pay for dental services provided by
Medicaid on a fee-for-service basis in order to encourage more
dentists to participate in Medicaid and improve access to dental
care. Currently, only 20 percent of children enrolled in the
Medicaid or FAMIS program are receiving dental services they are
eligible to receive and only 16 percent of licensed dentists in
Virginia participate in the Medicaid program. Funding will be
used to handle provider outreach, case management, help-line, and
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other provider enrollment functions currently handled by managed
care organizations.

Managed Care Analysis. Adds $150,000 GF and $150,000 NGF in
FY 2005 and $100,000 GF and $100,000 NGF in FY 2006 and two
positions to assess the compatibility of the department's
information system and the encounter data collected by Medicaid
managed care organizations to determine what system changes are
necessary to permit the collection, transmission, and analysis of
data on encounter claims. Funding will be used to hire a consultant
to conduct the study and provide two positions to bolster the
department's ability to oversee Medicaid managed care
expenditures, which have grown as the program has transitioned
from fee-for-service to a capitation-based approach to providing
health care services. In fiscal year 2003, Medicaid managed care
expenditures totaled almost $769 million in state and federal funds.

Adjust Medically Needy Income Limits for Inflation. Language is
modified to provide an annual adjustment to medically needy
income limits for the Medicaid program based on changes in the
Consumer Price Index. This adjustment had been deferred in FY
2004 as part of the agency’s budget reduction strategies. The
Medicaid forecast for the 2004-06 biennium assumed the funding to
provide this adjustment, estimated at $500,093 GF and $500,093
NGF each year.

Develop Alzheimer’s and Dementia Assisted Living Waiver. Adds
language directing the Department of Medic